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General 


East Asian Security Issues Analyzed 


94CM0374A Beijing GUOJI WENTI YANJIU 
[INTERNATIONAL STUDIES] in Chinese No 3, 
13 Jul 94 pp 19-22 


[Article by Yang Chengxu (2799 2052 4872): “Analysis of 
East Asian Security Issues”’] 


{[FBIS Translated Text] To be good-neighborly, friendly, 
and cooperative; to promote economic growth, develop 
friendship, and preserve peace; to be understanding and 
willing to compromise, and to discuss and resolve the 
historical problems and the many realistic issues today— 
these are the main trends in today’s security situation in 
the East Asian region (This article follows conventional 
interpretation whereby the geographic domain of East Asia 
shall include all Asian countries and regions participating 
in the Asian Pacific Economic Cooperation [APEC]). They 
are also the main characteristics distinguishing the region’s 
security situation from that of other regions. 


I. East Asia’s Security Situation Since the end of the 
Cold War, the whole international situation has eased, 
but rey and abrupt disturbances and warfare have 
erupted in some regions, especially some central and 
east European regions. 


In contrast, the dangers of war between nations in East 
Asia where three regional wars of far-reaching repercus- 
sions—namely, the Korean War, the Vietnam War, and 
the war in Cambodia—had once been fought in the Cold 
War era have greatly diminished, and the political situa- 
tion has been relatively stable; the region has caught 
worldwide attention because of its sustained and relatively 
high rate of economic growth. 


1. There is little danger that new hot points of war will 
develop between the East Asian nations. 


The regional hot points formed during the Cold War have 
basically been settled. Although the conflicts within Cam- 
bodia have not ceased, they have basically been reduced to 
low-intensity, small-scale internal struggles of limited 
impact. In the wake of the collapse of the Soviet Union and 
the readjustment of the United States’ and Russia’s mili- 
tary strategies, the level of military contention in the East 
Asian region has fallen off sharply, further reducing the 
danger of large-scale war in the area. The reinforcement 
and development of peace in the East Asian region appears 
to be an irreversible trend. 


2. There are still territorial disputes, racial problems, and 
economic conflicts in East Asia, but the end of the Cold War 
generally will not bring them to the surface nor exacerbate 


the problems. 


These problems no doubt are unstable factors in East Asia 
and must be dealt with carefully and properly by the 
pertinent parties in accordance with accepted principles of 
international diplomacy. But unlike Central and East 
Europe, post-Cold-War East Asia will not turn from a 


INTERNATIONAL 1 


region of relative stability into a region of sustained 
warfare. The two regions’ historical conditions are com- 
pletely different. 


During the Cold War era, the potential racial strife, 
religious conflicts, and territorial disputes were tempo- 
rarily overshadowed by the intense contention and con- 
frontation between the United States and the Soviet 
Union. At the end of the Cold War and with the disinte- 
gration of the bipolar setup, Central and East Europe’s 
inherent conflicts have been brought to the surface and out 
into the open, and they have led to sustained and incessant 
armed confrontations. In East Asia, the three large-scale 
armed conflicts since World War II basically were caused 
by the deterioration of political relations among nations, 
with the Cold War as the backdrop. In all cases, political 
conflicts (often accompanied by ideological differences) 
had preceded military confrontation. Even for the military 
confrontation that involved territorial disputes, after the 
political relations between the two sides improved, the 
territorial disputes were soon put aside or resolved through 
negotiations. Thus, in East Asia, it was not the Cold War 
climate that temporarily suppressed the territorial disputes 
and racial conflicts; to the contrary, the Cold War did not 
prevent the reasonable resolution of several territorial 
disputes left by history in East Asia. The spirit of mutual 
understanding and compromise displayed by China and 
many of its neighboring nations was proof. Some interna- 
tional critics see the territorial disputes in the South China 
Sea as one of the major potential threats to the security of 
East Asia, but China is not as pessimistic. 


3. There may be some kind of suspicion and guarded 
mentality between some East Asian nations, but no nation is 
viewed as a major or real security threat. 


There are some bases for suspicion among the nations in 
the region. For example, many nations are dissatisfied 
with the way some large countries are treating others 
unfairly and forcing their own sense of value on others and 
with the way they seek revenge and sanction others unilat- 
erally in their economic dealings. However, some suspi- 


- Cions are the result of misunderstanding and deliberate 


distortion. The “theory of China filling the vacuum” and 
the “theory of China as a threat” in the last year or two are 
good examples. Some countries are far more powerful than 
China, but they are talking about the “theory of China as 
a threat.” It makes one wonder if these nations truly 
believe in their hearts that only if China lags far behind the 
developed nations will it cease to be a threat to the others. 
The truth is, there are more objective estimates of China’s 
real strength and intention out there. But no matter what, 
suspicion and wariness are objective realities. It demon- 
strates that to inspire trust, the nations must still work 
hard together. But overall this will not affect the security 
and stability of the Asian Pacific region. The situation in 
the Korean peninsula recently has become the greatest 
security issue in Northeast Asia. The United States has 
been exaggerating things by saying that there is real danger 
of war. What the United States is really worried about is 
not that. Nevertheless, the tense situation in the Korean 
Peninsula is a very complicated issue, and although things 
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may be near the brink at times, at the very core, it is a 
bigger political rather than military issue. 


4. Relations among nations in the East Asian region are 
generally improving and strengthening. 


First, relations among the Asian countries in the region 
have been improving. In recent years, the bilateral political 
relations between nations in Northeast Asia and Southeast 
Asia generally have been friendly or have clearly 
improved. Sino-Japanese relations have entered a new 
developmental stage. Relations between China and 
Vietnam, ASEAN and Vietnam, and Japan and Korea, 
once strained, have improved to various degrees. In 
resolving historical problems and shaking off the shadow 
of the Cold War, the East Asian nations seem to be ahead 
of the United States. Second, with US-Soviet contention 
virtually over, a new balance of power is developing among 
the great powers and among the power centers in this 
region. Their relationship is in a state of relative stability. 
The relationship among China, the United States, and 
Japan, which plays a pivotal role in stabilizing the region, 
is completely different from the triangular relationship 
among China, the United States, and the Soviet Union 
during the Cold War era. The improvement in each pair of 
bilateral relations is promoting the bilateral relations of the 
other two pairs rather than pulling them apart. Because of 
its own domestic crises and because more attention is paid 
to Europe and central and western Asia, Russia is not 
playing much of a role in East Asia for the time being. But 
Russia is striving to strengthen its cooperation with China, 
Japan, and the ASEAN countries. Since the late 1980's, the 
ASEAN countries’ international status has been rapidly 
rising; they have been playing a bigger role, and their 
influence in political, security, and economic matters has 
been expanding. They advocate the creation of a frame- 
work of Asian Pacific security mechanisms centering 
around the ASEAN ministerial meetings to counterbalance 
the relations among the United States, Japan, China and 
other great powers and to prevent any superpower from 
dominating the entire region and to protect and enhance 
their own economic development and safety. The 
improvement of East Asia’s security situation is an insep- 
arable part of the greater backdrop of the end of the Cold 
War which seriously shook up international relations and 
also disrupted the domestic orders of the original Eastern 
and Western nations. 


1. The emphasis put on economic security far exceeds that 
put on military security. Economic security has become the 
primary factor determining international relations and 
national strategies in the post-Cold-War era. Today, inter- 
nally, the priority of all nations is to invigorate their own 
economies, and in their foreign relations, their first pri- 
ority is to safeguard their own economic security and 
economic interests. Most Asian Pacific nations had put 
economic development their primary strategic mission 
even before the end of the Cold War. The end of the Cold 
War only gave even greater momentum to the rapid 
economic development of the Asian Pacific region, espe- 
cially the East Asian region. East Asia has vast trade 
prospects; its investment momentum is strong. Many 
countries are focusing their attention on this region, 
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believing that the area has the most economic develop- 
ment vitality and provides the best investment and trade 
opportunities. 


2. Most East Asian nations are politically fairly stable, and 
the “East Asia Model” is displaying its own vitality. At the 
end of the Cold War, domestic orders in Western Europe 
and North America have been disrupted to an extent never 
anticipated by their national leaders. But in many East 
Asian countries, there has emerged a benign cycle whereby 
political stability ensures economic development and eco- 
nomic growth in turn promotes political stability. If we 
make a vertical comparison, Japan’s internal order may 
have lost the kind of relative stability of the Cold War era, 
but if we make a lateral comparison, it is still far more 
stable than many Western nations. The characteristics of 
the “East Asia Model” has attracted more worldwide 
attention than before. Professor Huntington of the United 
States is even calling it a “threat” to the Western culture. 


3. The end of the Cold War has given huge impetus to and 
has strengthened the creation of economic regions and 
economic blocs around the world, and East Asia’s economic 
cooperation has clearly strengthened. The formation, deep- 
ening, and expansion of the European Union and the 
creation of NAFTA and the prospects of its southern 
expansion are important signs of the formation of world- 
wide economic regions and economic blocs. In a certain 
sense, we can say that the Asian Pacific region is lagging 
behind in this respect, because there is little hope of 
creating economic blocs in the region. But because the 
economic systems, political systems, extents of social 
development, religious and cultural traditions, and racial 
makeup of the Asian Pacific, including the East Asian 
nations, are very different, it is very difficult to measure 
the progress in East Asia’s economic cooperation by the 
creation of economic blocs and mechanisms. In fact, much 
progress has been made. Various types of economic coop- 
eration organizations, regional and sub-regional economic 
zones, and economic zones created by neighboring coun- 
tries and regions have been developing rapidly. Nations 
within the region are much more dependent on one 
another today than before. In recent years, trade among 
the East Asian nations themselves has been growing faster 
than trade with outsiders. In 1993, ASEAN began imple- 
menting its plan to build an “ASEAN Free Trade Zone,” 
and the original time frame for reaching its goal has been 
shortened from 15 to 10 years, and it is possible that the 
plan may gradually be expanded to include the three 
Indonesian nations. Malaysia’s suggestion of forming a 
“East Asia Economic Core Conference” has been incorpo- 
rated into the ASEAN and APEC framework in 1993. It 
may play a relatively independent role in the future. The 
strengthening of economic cooperation within East Asia 
has reinforced and promoted friendly cooperation among 
the East Asian nations politically and in other respects. 


4. Since the end of the Cold War, the trend toward a 
multipolar world-setup has gained impetus, and the major 
countries and blocs in the East Asian region have clearly 
gained international influence and are playing a bigger role. 
The trend toward a multipolar world-setup had already 
begun in East Asia several years before the end of the Cold 
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War, but it has gained greater momentum since the end of 
the Cold War. East Asia has been gaining in stature and 
influence in the world. Striving for regional stability and 
development is the common goal of all nations. They are 
generally opting for dialogue and cooperation when 
dealing with the region’s internal conflicts and problems. 
For example, in formulating measures to boost mutual 
trust and promote security mechanisms in the Asian 
Pacific, the nations have gradually reached a consensus: 
They should take into consideration actual, local condi- 
tions and engage in dialogues of different forms through 
different channels and at different levels, and depending 
on the different problems between different nations or 
sub-regions, they should first exchange views with the 
concerned parties and try to find a solution. The attitude 
of the East Asian nations, or we can call it the “East Asian 
Model” of settling international disputes, has gained wide- 
spread international support. 


II. China and East Asia’s Security 


As discussed earlier, East Asia’s overall security situation 
is less tense than that in many other regions. Some U.S., 
Japanese, Russian, and ASEAN scholars are not optimistic 
about this. China’s current domestic situation is good, and 
conditions along its perimeters have never been better; its 
sense of security is enhanced. Foreign scholars’ views tend 
to be too pessimistic. This may be due partly to the natural 
phenomenon of different academic points of view, but it is 
also attributable to the theory of “China as a threat” as 
mentioned earlier. Here, we want to discuss some of 
China’s policies related to the East Asian region’s security 
issues. 


China believes that promoting political stability and eco- 
nomic development at home is not only the primary 
guarantee of its own security but is also a contribution to 
Asia’s and even the world’s stability and development. 
Conversely, the latter is a necessary external condition for 
the implementation of China’s basic guiding principle 
which centers around economic construction. It is exactly 
for this reason that China has made promoting world 
peace and development one of the basic goals of its foreign 


policy. 


As far as China is concerned, in the next several decades, 
it must concentrate on solving its own poverty problems. 
Thus it must work hard to secure a peaceful international 
environment and continuously stabilize and develop 
friendly and cooperative relations with its neighboring 
countries. China has always advocated adopting a peaceful 
approach to deal with the differences and conflicts anong 
nations and does not want to see new hot points devel- 
oping within its own region. In order to unify the country 
in a steady manner, it has come up with the idea of “one 
country, two systems.” China does not occupy an inch of 
foreign land and does not have a single soldier stationed 
abroad. In resolving the boundary problems with other 
countries, it has always made mutual understanding and 
compromise its basis. Today, one after another the dis- 
putes are being settled. On the issue of the South China Sea 
islands, China has suggested “‘putting aside the disagree- 
ments to develop the islands together.” China opposes 
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nuclear proliferation and wants to resolving the Korean 
peninsula’s nuclear issue properly. China firmly upholds 
the Paris Accord and refuses to support one side against 
the other side and wants to avoid starting another civil war 
in Cambodia, so that there can be peace in Cambodia 
sooner. In the last 10 years or so, China’s economy indeed 
has been growing very rapidly, but China is still a devel- 
oping nation. It is premature to say that China’s economy 
has already caught up with Japan’s and will catch up with 
the United States’ in the 21st century. The ideas that China 
is filling the vacuum or is a threat are in fact either 
misunderstanding or deliberate distortion of China’s 
intention. Take military spending for instance. The num- 
bers alone may show some increase in spending, but taking 
inflation into account, in fact there has been no increase, 
and in absolute terms, China’s military budget is less than 
half of Taiwan’s and is nowhere near Japan's and the 
United States’. China does not deny that it wants to 
strengthen its defense capability. Looking back at the last 
century or so, China has repeatedly been attacked by 
countries far and near. The Chinese people will never give 
in to the demand that China should forever be kept in a 
backward state on defense matters. Another viewpoint is 
that the reason other nations feel threatened by China is 
because China is a huge country. No doubt, China is vast, 
but it is still a developing country, and it is concentrating 
its efforts on keeping its 1.2 billion people fed and warm. 
It also has 80 million people living below the poverty-line, 
and nearly a 100 million of its people are still illiterate. It 
requires great efforts from the nation’s people to resolve 
these problems, and it will still need several more genera- 
tions’ efforts to solve China’s developmental problems and 
to turn it into a moderately-developed nation. 


China’s leaders have repeatedly announced to the world 
that China will never want to be a superpower, and even if 
it becomes strong in the future, it still will not be a 
superpower, and if ever China proclaims itself a super- 
power, the rest of the world can join together to oppose it. 
This has been the solemn guarantee and pledge of several 
generations of Chinese leaders. Furthermore, great powers 
that practice hegemonism always suffer ill consequences, 
they not only harm others but also hurt themselves. This 
has been proven by historical facts, by today’s reality, and 
will be proven again in the future. 


Out of consideration for their long-term interests, properly 
handling their interrelations is vital to the East Asian 
nations. Nations should not be forced to make a choice 
between submission and contention. That kind of thinking 
and action belonged to the Cold War era; it no longer suits 
the modern trend. We not only oppose letting any nation 
dominate Asian Pacific affairs but also oppose efforts to 
isolate any Asian Pacific nation. The key lies in forging a 
relationship of mutual respect, noninterference in each 
other’s internal affairs, and friendliness based on the five 
principles of peaceful coexistence and the United Nations’ 
charter. 


For any nation, economic development is the foundation 
of political stability. For any region, and even for the 
world, economic security is also the foundation of com- 
prehensive security. Thus, promoting East Asia’s security 
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should be closely tied to the strengthening of economic 
cooperation among nations within the region to help 
everybody develop. Today, the issue of East Asia’s eco- 
nomic security has attracted more and more attention. 
There is no denying that many developing nations in this 
region have taken the lead in the world in the rate of 
economic growth. But these countries’ economies are 
mainly export-oriented. and to different extents, they are 
dependent on the world market, on outside capital, and 
foreign technologies. These countries’ infrastructures are 
weak and urgently need further improvements. Although 
today they still enjoy the advantage of cheap labor, they are 
facing the challenges of trade protectionism which may 
intensify, technological progress, new and ever-changing 
products, and environmental pollution problems. When 
discussing East Asia’s security problems, we must not 
overlook the fact that economic problems may adversely 
affect the region’s peace and stability. China fully realizes 
the existing problerns and is working hard to overcome the 
weaknesses in its own national economy and will continue 
to do its part to promote regional economic cooperation. 


United States 


Clinton ‘Enlargement Strategy’ Viewed 


94CM0408A Beijing ZHONGGUO JUNSHI KEXUE 
[CHINA MILITARY SCIENCE] in Chinese No 2, 
20 May 94 pp 131-135 


[Article by Cai Zuming (5591 4371 6900), Director of a 
research department in the Academy of Military Science: 
“Critique of the Clinton Administration’s ‘Enlargement 
Strategy””’] 


[FBIS Translated Excerpt] On 21 September 1993, the 
U.S. President’s national security affairs assistant, 
Anthony Lake, gave a speech at the Johns Hopkins Senior 
Internationa! Problems Institute titled, “From Contain- 
ment To Enlargement.” In this speech, he set forth a new 
concept, namely, “Enlargement Strategy.”’ Subsequently, 
U.S. President Bill Clinton, Secretary of State Warren 
Christopher, and the U.S. ambassador to the United 
Nations, Madeleine Albright, made speeches and pub- 
lished a series of articles on this subject. As a new strategy 
proposed by the United States Government, “enlargement 
strategy” provoked a very great reaction not only in the 
United States but throughout the world. Just what is 
“enlargement strategy?” What is the connection between 
“enlargement strategy” and the “containment strategy” 
and “super containment strategy” that the United States 
formerly promoted? What is the background to the U.S. 
promotion of the “enlargement strategy?” These are all 
questions that many countries, including China, are exam- 
ining and considering. 


1. What Does “Enlargement Strategy” Mean? 


According to Lake’s explanation, “enlargement strategy” 
is a strategy in which the goal is “to enlarge the large free 
family of market and democratic system countries.” He 
said, “Throughout the cold war period, we contained the 
global threat that the market and democractic system 
faced. Now we should seek to enlarge the democratic 
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system, particularly in places of particular significance for 
us.” The explanation that Clinton gave of the connotation 
of “enlargement strategy” is: “In a new age in which 
dangers and opportunities co-exist, our first goal is to 
enlarge and strengthen the democratic family of nations in 
the world that are founded on markets. During the Coid 
War period, we strove to contain the threat to the free 
system. Now we will strive to enlarge the circle of nations 
that live under this free system.” Clearly, “enlargement 
strategy” is a global strategy for America’s “democratiza- 
tion of the whole world,” and then world domination. 


1. Strengthening the ‘‘Large Family of Market and Demo- 
cratic Nations” 


Lake believes that the first requirement in America’s 
promotion of an “enlargement strategy” is “to strengthen 
the large family made up primarily of market and democ- 
ractic nations, because they are the foundation on which 
enlargement rests.” Therefore, Lake proposes the two 
measures of increasing America’s own strength and coor- 
dinating the internal relations of its allies. He believes that 
ensuring the leading position of the United States, and 
increasing America’s own strength hold far-reaching sig- 
nificance for the attractiveness of democracy and markets 
throughout the world. Therefore, they are the key to the 
success of the “enlargement strategy.” In order to accel- 
erate America’s “domestic economic revival,” the Clinton 
administration specially set up an “export promotion 
office,” to help U.S. corporations seize export opportuni- 
ties and compete with foreign corporations. On the subject 
of coordinating relations among its allies, Clinton said that 
“U.S. relations with Europe, Canada, and Japan are pretty 
good today,” but because of the “disappearance of the 
common goals of the cold war period,” and the “intense 
economic competition,” America’s traditional alliance 
relationships are “seriously threatened.” For this reason, 
the Clinton administration called for greater multilateral 
cooperation and joint efforts among the Western allies. It 
wants to “coordinate macroeconomic policies, renew the 
international economic system,” “conduct fair exchange” 
based on “the open trade principle,” and use the establish- 
ment of a regular competition mechanism to avoid “weak- 
ening of the Western capability to take decisive action on 
numerous problems of common concern” because of bitter 
wrangling. 


2. Helping Some Nations Consolidate “Democratic Reform 
and Market Reform” Achievements 


Lake said that America’s goal in this regard is “to try to 
help those nations that have an affect on America’s stra- 
tegic interests, such as major economic powers, nations 
having an important geographic location, nuclear powers, 
and nations from which refugess might surge into the 
United States, or other friendly and allied nations.” Most 
important of these are “new democratic nations” in the 
former Soviet Union and Eastern Europe. To one degree or 
another, these nations are currently facing all sorts of 
difficulties. Their “democracy and market economies are, 
at best, only nascent, and they are frequently very fragile.” 
If we can help Russia and other newly independent nations 
consolidate democratic reform and market reform, we can 
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turn what was formerly a threat into a valuable diplomatic 
and economic partnership. Christopher declared that the 
United States is currently facing a “challenge that will 
brook no delay, namely to provide ‘political support and 
economic assistance’ to central and eastern European 
countries, and to the former Soviet Union“ to help them 
“safely complete their democratic transition.“ This is of 
"crucial importance“ to the joint security of the West. 


3. Ability to Weaken“ Nations Outside the Democracy and 
Market Circle.” 


Lake stressed that “ability to weaken to the maximum 
extent nations oui:ide the democracy and market circle” is 
an important part oi America’s promotion of an “enlarge- 
ment strategy.” Lake s7id ihat “nations outside the circle” 
means nations that are ruled by unelected dictators, by 
divine right, by those who have usurped power, or by 
central planners.“* He believes that the leaders of these 
nations are bound to be strongly opposed to democratic 
and market progress. When they hold supreme power, as in 
Iran and Iraq, they may engage in terrorist activities and 
actions in violation of the law that threaten the United 
States and other democratic nations, or pose a threat to 
their neighbors. In this case, the United States should use 
"military means“ and “nonmilitary means“ in common. 
Lake declared, ’When these nation’s actions directly 
threaten the American people, the United States’ armed 
forces, or U.S. interests, the United States obviously must 
be unilaterally prepared to strike back as we did when Iraq 
attempted to assassinate former President Bush.“ 
Regarding the use of ’nonmilitary means,“ Lake said that 
when political upheaval occurs in any country, "it is 
necessary and desirable to state a position openly“ to guide 
local *democratic“ trends. In order to spur "democratic 
progress in other countries, Lake called for the United 
States "not only to want to enlarge the circle of govern- 
ment officials in such a country, but also to enlarge the 
circle of civilian and nongovernment organizations” in 
order to widen the spread of democracy.“ In addition, the 
United States « ‘so intends to manipulate economic levers 
regularly, usi': *conomic assistance and economic sanc- 
tions to cajoic other countries to change their internal 
policies. 


It should be noted here that, in Lake’s eyes, China is clearly 
among the ranks of “nations outside the circle.” However, 
inasmuch as China is a large nation of decisive importance 
in the world today, the United States does not dare attack 
it brazenly such as Iran and Iraq. Instead, it resorts to 
“both dialogue and opposition.” Lake said: “China’s con- 
tinued conduct of an economic liberalization policy, and 
its respect for both the human rights of its own people and 
rules regarding weapons sales are in keeping with the 
interests of both China and the United States. It is for this 
reason that the United States conditionally extended the 
Most Favored Nation treatment for trade with China, but 
issued sanctions against China’s missile exports.” 


4. Pursuit of ‘‘Humanitarian” Goals 


Lake believes that “the United States must pursue human- 
itarian goals. This plays an important supporting role in 
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the United States’ effort to expand democracy and mar- 
kets.” This so-called “humanitarian” action consists 
mostly of “economic and military assistance, disaster 
relief, support for the development of education, and 
health care projects.” However, Lake noted that in the 
attainment of “humanitarian” goals, military methods are 
also indispensable. He said, “in places where we can play a 
decisive role such as Somalia and northern Iraq, we should 
not be opposed to military action to attain humanitarian 
goals, because such action differs from large scale warfare 
to seize territory. Naturally, such actions cannot be 
entirely without risk. Nevertheless, for the sake of U.S. 
goals, U.S. military leaders are willing to take these rea- 
sonable risks.”” This shows that in the process of pursuing 
an “enlargement strategy,” the United States will raise the 
“*humanitarianism” banner in carrying out aggression and 
expansion against the vast Third World. 


2.Undeviating Major American Grand Strategy [passage 
omitted] 


3. The Third Stage—“Enlargement Strategy” 


The enormous changes in the USSR and Eastern Europe 
leading to the dismantling of the bipolar system have 
brought the world to the post-cold war era. Lake believes 
that the international situation in this new era has four 
characteristics: 1) Democracy and the market economy are 
more widely accepted than at any time in the past. 2) The 
United States has become the “decisive power” in the 
world. It “possesses the world’s most powerful military 
forces, the largest economy, and the most vibrant society.” 
3) The number of local wars is on the increase, and the 
background, reasons, and course of these wars is extremely 
complex. 4) “The global pulse has clearly quickened.” In 
order to meet the needs of the new situation, the Clinton 
administration wants to use the “achievements” won in 
the “super containment strategy” as a basis for proposing 
a new major strategy. Thus, the “enlargement strategy” 
was born to meet the need. Espousal of the “enlargement 
strategy”’ marks the departure of America’s grand strategy 
from “containment,” and from encirclement of “the 
expansion of communist power” toward promotion 
throughout the world of U.S. political and economic 
models and values. Compared with the “containment 
strategy” and the “super containment strategy,” the 
“encirclement strategy” is extremely ambitious. If one says 
that the “containment strategy” and the “super contain- 
ment strategy” stood for allowing all kinds of social 
systems to co-exist while safeguarding America’s “leading 
position” in the world, then the “enlargement strategy” 
not only seeks to safeguard America’s position as leader, 
but also seeks to use the U.S. model to transform and bring 
about the evolution of the social system of other countries 
in order to realize “global integration.” Consequently, the 
“enlargement strategy” is more aggressive and dangerous. 
It is an expression in concentrated form of the rise of 
American hegemonism and power politics under new 
circumstances. 


3. Hard Going in Promoting the “Enlargement Strategy” 


The Clinton administration faces numerous difficulties 
and problems in promoting the “enlargement strategy.” As 
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is generally known, the world’s various pre-existing basic 
contradictions were not completely resolved with the 
advent of the “post-cold war” period. With the disman- 
tling of the bipolar system, numerous new contradictions 
have appeared. Various forces have split up and recom- 
bined. The situation is unsettled. This new situation places 
numerous obstacles in the way of America’s pursuit of an 
“enlargement strategy.” Its prospects, one might say, are 
beset with difficulties; the going is hard; and the future 
cannot be divined. 


1. National Strength Falls Short of Ambitions 


The United States terms itself “the only contemporary 
superpower,” and it is pledged to play the role of “world 
leader.” Actually, more than 40 years of the cold war have 
very greatly injured the American economy. Its economic 
structure is clearly skewed; growth is slow, domestic 
receipts and expenditures are out of balance, and the 
foreign trade deficit continues to rise. These afflictions 
have caused a tremendous decline in America’s economic 
strength. Statistics show that for a period immediately 
following the war, America’s GNP accounted for approx- 
imately 50 percent of total world GNP. Today it accounts 
for only 25 percent. The event that shows most clearly that 
America’s strength is not what it once was is none other 
than United States showing in the Gulf war. Formerly, 
when the United States waged war, it usually put up the 
money and the weapons, but other countries put up the 
manpower, or else the United States put up somewhat less 
manpower. In the Gulf war, however, Japan and other 
counties put up a total of $43.1 billion, $37.8 billion of it 
in cash and $5.3 billion in materiel. The relative decline in 
America’s strength shows that it will no longer be easy for 
the United States to maintain its “leadership position” in 
the future. Vain attempts to dominate the world will be 
even more difficult. 


2. Numerous Conflicts Among Allies 


The many years of the cold war exacted a heavy price from 
the United States. Japan and the United States loom large 
economically. In comparison, the United States is at a 
disadvantage in world economic competition. In order to 
reverse this declining trend, the United States Govern- 
ment has highly touted “fair trade” in recent years, and 
wielded the “economic sanctions” club to pressure Japan 
and the EC countries to open their markets further to the 
United States. This has produced a series of quarrels 
among the United States, Japan, and Europe, which have 
led to a widening of the political rift and a loosening of 
strategic ties between the United States and its allies. In the 
future, political and economic conflicts between the 
United States and Europe will increase. This is because the 
strategic goals of the United States and Europe are at odds. 
The U.S. plan is to build a “monopolar world” that it 
leads, but the European nations want to become one pole 
in a multipolar world in which they sit as an equal of the 
United States. The tug of war that has developed between 
the two on this point will last for a long time. At the same 
time, the strategic emphasis of both the United States and 
Western Europe is on Europe, but the future conception of 
Europe that both parties have diverges greatly. The United 
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States seeks to build a Europe centering around NATO in 
which the political, economic, and security interests of 
both eastern and Western Europe are integrated, with the 
United States playing the leading role. However, Western 
Europe hopes to create a Europe that has the EC as its 
nucleus. The conflict between the United States and 
Europe over who will dominate European affairs will go on 
for a long time. 


As Japan’s overall national strength increases and its 
international standing rises, Japan’s need to seek a status 
equal to that of the United States is becoming increasingly 
strong. Even though the United States pays lip service to 
the idea of building a “global equal partnership relation- 
ship” with Japan, actually United States still employs a 
“master-apprentice relationship” in its dealings with 
Japan. Japan ‘ias expressed strong displeasure with this. 
Back in 1988, Japanese Diet member Shintaro Ishihara 
and Sony Company president, Akio Morita, wrote a small 
book titled, The Japan Can’t Say ‘No’, which was directed 
against the United States. Later on, as the conflict between 
Japan and the United States worsened, Shintaro Ishihara 
and several others authored two more books, Japan Must 
Say ‘No’ and Japan Firmly Says ‘No’. In these books, 
attacks on the United States became sharper and sharper. 
In mid-February 1994, during trade negotiations with 
Clinton in Washington, Japanese Prime Minister Morihiro 
Hosokawa categorically refused the U.S. demand that 
Japan open its markets further. This led to a rupture in the 
negotiations. This was the first time during the several 
decades since its humiliating defeat that Japan opposed 
the United States. American scholar Edward Leteweike 
[phonetic] said in his book titled, Crisis in the American 
Dream that as long as the trade deficit and the “‘respect 
deficit” between the United States and Japan continues, a 
gloomy forecast is the only realistic one for relations 
between the United States and Japan. 


In light of the increasingly sharp contradictions between 
the United States and its main allies, Western Europe and 
Japan, it is very difficult to imagine that these countries 
will sacrifice themselves in order to “strengthen the for- 
tress of democracy” for the United States. 


3. Outlook Gloomy For Relations Between the United 
States and Russia. 


After Yeltsin took office, a temporary “honeymoon” 
period followed between the United States and Russia. 
Both parties nurtured very great hopes for the other. The 
United States supposed that henceforth Russia would 
become a completely “democratic country.” The Yeltsin 
government also supposed that by throwing in its lot with 
the Western countries headed by the United States, the 
dollars would come rolling in. But the wonderful vistas of 
both the United States and Russia very quickly shattered. 
Optimism gave way to dissatisfaction and even to tradi- 
tional enmity. The reasons for this change were many. 
First of all, during the past two years, the Western coun- 
tries headed by the United States made too many promises 
to Russia, but honored very few of them. Their deeds did 
not match their words. In 1992, the United States 
announced a $24 billion Russian assistance plan, but only 
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$15 billion was forthcoming. In 1993, the seven nation 
western bloc promised a total of $43 billion in assistance, 
but actually provided only $5 billion. This made Russia 
feel duped. The shattering of hopes for assistance from the 
West caused a rapid increase inside Russia of no confi- 
dence in the West. As for the United States, because of the 
bloody affair involving the shelling of the Moscow White 
House in 1993, both the people and the government of the 
United States were shocked. They suspected that the 
Yeltsin that the United States was wholeheartedly sup- 
porting was no “democrat” but a “totalitarian.”” Recently, 
pressured by the opposition in Russia, Yeltsin has been 
forced to revise his foreign policy of leaning toward the 
West. He has begun to handle international matters inde- 
pendently and autonomously. Russia scored high marks in 
mediating the Bosnia-Hercegovina clash, thereby 
improving its international image somewhat. Later on, a 
series of unhappy events occurred one after another, 
including the Russian army’s “advance” into Bosnia- 
Hercegovina, the arrest of Russian spy Aldrich Ames and 
his wife, and the special amnesty for former parliamentary 
leader Khasbulatov and former vice-president Rutskoy. 
Specifically, when discussing the issue of air attacks in 
Bosnia-Hercegovina, Clinton wanted to have a direct 
telephone conversation with Yeltsin, but he was unable to 
make contact for two days. The West exclaimed in alarm: 
“Even during the cold war era, there was never a case in 
which the American and Soviet heads of state could not get 
through to each other on the hot line.” These events greatly 
increased U.S. lack of confidence in Russia. Some Amer- 
ican high level personages felt that “Great Russia had 
come back to life.” Consequently, the United States Con- 
gress and public opinion quickly called for a reappraisal of 
the Clinton administration’s policy toward Russia. Fur- 
thermore, these events were just the beginning. Contradic- 
tions between the United States and Russia are very likely 
like an iceberg in the sea, with only the tip showing. 


4. Incurs Public Wrath; Unpopular 


The Clinton administration’s “enlargement strategy,” 
unfurling the “humanitarianism” banner, promoting new 
interventionism, meddling everywhere, using force at 
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every turn, and threatening economic sanctions is bound 
to incur public wrath and be unpopular. Such high-handed 
actions have met with condemnation from many informed 
people in the United States, and opposition from people in 
all countries. They put the Clinton administration in the 
position of being an enemy of the people of the world. 


Acting under the correct leadership of the Communist 
Party of China, the Chinese people scored major 
achievements in reform, opening to the outside world, 
and modernization. Economic development, political 
stability, the unity of nationalities, social progress, and 
the people’s standard of living rose steadily. Interna- 
tionally, China’s pursuit of the “five principles of 
peaceful co-existence,” friendly relations with all coun- 
tries of the world, staunch opposition to hegemonism, 
and active protection of world peace, have won wide- 
spread praise and support. China’s position has risen 
steadily. Not only has China played a decisive role in 
handling Asia-Pacific affairs, but it has played an 
important role in global affairs as well. The U‘S. 
promotion of an “enlargement strategy,” seeking all 
manner of prete.ts to interfere in China’s internal 
affairs and damage China’s international image is 
bound to meet with staunch opposition from the 
Chinese people who have consistently opposed hege- 
monism and power politics. 


History is merciless. In the nearly 50 years since the end of 
the war, successive U.S. administrations have made dom- 
ination of the globe their highest goal. However, the way in 
which the international situation develops cannot be 
deflected by the subjective will of the ruling group in any 
single country. During this new historical period, the world 
is moving toward multipolarity in which the demand of 
the far flung developing countries for the building of a fair 
and equal new international political and economic order 
is rising daily. The development and change of interna- 
tional contradictions is intricate and complex. Just what 
will be the outcome of America’s promotion of an 
“enlargement strategy” under the new conditions? The 
people of the world are waiting to see. 
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Thoughts on Commercialization of Culture 


94CM0389A Shanghai SHEHUI KEXUE [SOCIAL 
SCIENCES] in Chinese No 8, 15 Aug 94 pp 77-78, 33 


[Article by Li Denggui (2621 4098 6311) of the Philosophy 
and Economics Department of the Chinese People’s Lib- 
eration Army Nanjing Political Academy; Liu Cen (2692 
1478), Editor: “Reflections on Commercialization of Cul- 
ture—Commentary on the ‘Culture and Market’ Scholarly 
Symposium”’} 


{[FBIS Translated Text] Recently the Philosophical 
Research editorial department and the “Theoretical Prob- 
lems of Socialism with Chinese Characteristics” discussion 
group jointly convened a “Culture and Market” scholarly 
symposium, expressing serious concern about various 
issues regarding the current commercialization of culture 
raised by more than twenty scholarly experts in the areas of 
philosophy, literature and arts, and journalism. 


I. Queries About the “Cultural Market” 


Comrades who brought up the concept of a “cultural 
market” maintain that in order to introduce competitive 
mechanisms in the cultural sphere and break the big pot, 
we must allow culture to merge with the market economy 
and move culture toward the market, allow the market to 
realize the cultural value of cultural products and deter- 
mine the investment orientation and organizational struc- 
ture of cultural development based on market needs and 
make the market the fundamental outlet of a flourishing 
culture. 


Regarding this, the conferees indicated: 


1. “The cultural market” blurs the distinction between 
culture and commercial culture. Commercial culture’s 
makeup and culture’s makeup are the same, but their 
functions are not altogether identical. Commercial culture 
emphasizes the entertainment function. There is no way 
for it to substitute for the knowledge function and the 
aesthetic function of other categories of culture, and no 
way for it to assume the general goals of culture, that is to 
promote the overall development and individual diversi- 
fication of the people of historical bodies and achieve 
people’s spiritual liberation and strive for the unification 
of truth, goodness, and beauty. On the contrary, such 
counter-cultural factors as pornography and violence often 
have a worldly connection with commercial culture. So, we 
cannot make commercial culture the general content of 
culture and make the market value of commercial culture 
the universal value of culture. 


2. The concept of the “cultural market” blurs the distinc- 
tion between the exchange value of cultural products and 
the value of their use and their cultural value. Under 
commodity economy conditions, cultural products act as 
material culture and must use commodity exchange as a 
medium. But commodity exchange can only directly 
achieve the exchange value of the cultural product. The 
price of a book is determined by the cost of printing and 
pay and often has nothing to do with the useful value 
(collection, gift, resale, or study), and even less to do with 
the book’s cultural value. A Jin Yong [6855 1661] chivalry 
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novel would have a similar value with Hong Lou Meng. 
This indicates that there is no way for the market to reflect 
the distinction in the cultural values of these two books. 
Actually, to receive cultural value requires putting in a 
certain amount of education and a certain amount of time, 
and cultural value is hard to evaluate. So, generally the 
exchange value of a cultural product is not identical with 
cultural value. In addition, the consumption of cultural 
value has a unique durability. After one hundred people 
have read the same copy of Hong Lou Meng, the cultural 
value of this worn masterpiece remains the same. So, the 
market can only determine the exchange value of the 
cultural product, it has no direct connection with the 
cultural value achieved by the cultural product. 


3. The concept of “market culture” blurs the line between 
market needs and cultural needs. The cultural market need 
is a composite product of such factors as the consumers’ 
level of education and commercial advertising. In a 
country in which the majority are illiterate or semi-literate 
and the vast majority are aesthetically blind, if we hand 
over the orientation of cultural development to be sponta- 
neously adjusted by market demand, the actual result can 
only be to abandon the leadership of the development of 
spiritual civilization, to abandon the improvement and 
guidance of the cultural level of the popular masses, and to 
abandon the historical mission of safeguarding the peo- 
ple’s culture and the people’s minds. 


II. The Relationship Between Culture and the Main Eco- 
nomic Battlefield 


Another basis for the argument for the commercialization 
of culture is that culture must be geared toward the main 
economic battlefield and serve the economy. Its true 
content is to attempt to include the cultural market in the 
socialist market economy system, to unite the material 
civilization and the spiritual civilization on the economic 
course. This essentially blurs the natural distinction 
between material production and spiritual production and 
is a new form of vulgar economic determinism. 


The conferees pointed out that in a country that urgently 
needs to decide economic issues, there is an objective 
tendency for the economic market to swallow up every- 
thing, but this objective tenden-y is by no means its 
reasonable proof. We cannot take the existence of causes as 
actual reasons, because the market economy is a cultural 
activity, but culture cannot be summed up as market 
activity. The direct goal of the economy is to enrich the 
nation and strengthen the people. But as a cultural means 
the economy cannot make itself the ultimate goal and it 
certainly cannot be used to obstruct the ultimate goal of 
culture. We cannot expand the present center for solving 
existing economic problems to be the only center of an 
ideal society. 


Secondly, economic development is not an isolated and 
spontaneous process without precedent. Cultural develop- 
ment is not only a mutual condition for economic devel- 
opment, but also one of the backgrounds of economic 
development. In an environment of cultural colonization 
with order and discipline broken down and moral 
depravity, we cannot have steady sustained economic 
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development. With China’s commodity economy often 
misunderstood to be a merchant economy and a bubble 
economy, this is not unrelated to the chaos on the left and 
the right in cultural matters. So, we must investigate the 
relationship between culture and economy from the per- 
spective of the inherent relationship of the material civili- 
zation and the spiritual civilization. If we are demanding 
that such cultural categories as the humanities produce 
actual economic results, it is itself unrealistic fantasy. It is 
a narrow utilitarian outlook. The affect of cultural devel- 
opment on the economy must be investigated from the 
broad background of society. 


III. How Do We Learn From Western Cultural Experience? 


Because of the universality of the market economy, there 
alsc are similarities in the difficulties that development of 
Chinese and Western cultures with the background of the 
market economy encounter. Early in the rudimentary 
period of capitalism, Western humanists while being sen- 
sitive to money in the crumbling feudal class system, often 
changed people into money worshippers. Their criticism of 
capitalism and their appeal to reason constituted positive 
factors in capitalist culture. Despite the fact that at that 
time, because the middle bourgeoisie’s cultural evaluation 
abilities rather restricted Western governments’ cultural 
policies, it caused Western cultural policies to accumulate 
several valuable experiences in coordinating the material 
civilization and the spiritual civilization. In the past we 
arbitrarily believed that the West was the capitalists’ 
domain and the capitalists reactionarily determined that 
Western governments must support decadent culture. But 
actually it is by no means that simple. There undoubtedly 
are aspects in Western culture that are in decline, but those 
aspects that receive the support of Western governments 
are high-class culture, not commercial culture. In the West, 
high-class culture and such units as museums, parks, and 
opera houses are by no means responsible for their own 
profits and losses. They often are a part of society’s second 
distribution, assisted by state investment or preferential 
tax exemption policies to encourage private individuals. In 
such countries as Sweden it has become a fundamental 
principle of cultural development to oppose the commer- 
cialization of literature and the arts. In Western countries 
a non-commercial trend has occurred in such areas as 
culture and education, health, environmental protection, 
and public welfare. Blind faith in the market has become 
history. 

We not only should learn from measures to combine the 
use of the market and planning in the development of 
Western culture, but also when we study the scientific and 
technical achievements of Western countries, we should 
look at the inherent relationship between the development 
of Western science and technology and Western culture. 
We cannot take the Western faction’s old way of looking at 
Western civilization, believing that we can only study the 
West's “strong ships and favorable guns,” but refuse the 
positive spiritual civilization achievements in Western 
culture, tenaciously holding to the so-called “‘national 
study” or unique Chinese cultural features. Actually, not 
only does scientific proof belong to all humankind, posi- 
tive achievements in Western culture, including Marxism, 
also belong to all humankind. 
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IV. Cultural Reform Should Seek Truth From Facts 


Blind faith in the market and making commercialization 
the only avenue for cultura! reform is money worship in 
cultural tactics. It has created harmful effects in real life. It 
changes the model of cultural forces and changes stream- 
lining administration to seeking all ways to make a living 
in the face of the market, and further, it changes the rule of 
competition of selecting the superior and weeding out the 
inferior to selecting the superior and weeding out the 
inferior in the face of the market. The tendency to be 
fascinated with the vulgar in motion pictures and televi- 
sion, the scandal of chasing stars on the singing stage, the 
fondness for mysticism, pornography, and violence in 
publishing, and the budding doctrine of “‘going back to the 
ancients” in philosophy all have negatively alerted people 
and a large group of people have been frightened out of 
their wits. These spiritually lazy people with passive aes- 
thetic judgment and criticism capabilities, because they 
lack the edification to lift their culture to high-class cul- 
ture, have sunk to being captive of hedonistic lust and the 
desire for dominance or mysticism Especially after several 
who have undertaken the protection of high-class cultural 
areas for the people’s feelings and the people's minds have 
been moved toward the market, it has destroyed the 
sacredness of national culture and the national spirit in 
people’s eyes. For example, the destruction of the Humen 
Battery and the commercial development of the park of the 
ruins of Yuanming Garden, as well as the Longmen Grotto 
and the Dunhuang Caves and the brutal development 
Yuhua Terrace have polluted our sacred historical and 
geographic values. These values cannot be seen or touched, 
but are everywhere important factors constituting our 
national self-respect and cohesion. 


In view of this, the conferees pointed out that cultura! 
reform cannot be divorced from the line of thinking that 
seeks truth from facts to generalize “‘noncommercializa- 
tion” or “omni-directional commercialization.” When an 
important matter occurs or a certain new technology is 
discovered in a certain corner of the globe, it very quickly 
spreads to the entire world. In these abundant social 
relations, such things as people's spiritual situations, pro- 
gressiveness, and receptivity are clearly markedly dif- 
ferent. But in capitalism’s private ownership system that 
causes people to have antagonistic social relations, people 
appear to be extremely cold and detached from one 
another. Just as in the writings of Sartre, the father of 
existentialism, people's lives in this world feel isolated and 
cut off from help; nauseating, and filled with fear and 
worry. Based on just this kind of analysis, “Western 
Marxists” believe that in modern capitalist society the 
development of productivity causes people's material lives 
to clearly improve and their material needs are rather 
satisfied, but the malady of capitalism causes people to be 
unable to satisfy their spiritual needs, leading people's 
spirits to be lacking and empty and even degenerate. 


Under the socialist system, relations between people are 
equitable, mutually helpful, and cooperative, especially 
with the gradual formation of the socialist market 
economy in reform and opening up, the many-sided deal- 
ings between units and industries, between regions, and 
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between nations and peoples are strengthened, thereby 
helping to form abundant social relations. With the inten- 
sification of retorm and opening up and the maturation of 
the socialist market economy, there inevitably will be 
further impetus for the development of “open people” 
from “closed people,” gradually achieving what Marx 
pointed out: That causing individuals to participate more 
and more in various areas and various levels of social 
intercourse with innumerable other individuals, and 
thereby generally exchanging material production and 
spiritual production with the entire world, will cause 
people to cast off their individual, regional, and national- 
istic narrowness, broaden their field of vision, renew their 
concepts, and improve and demonstrate their own intelli- 
gence and wisdom, and in serving human society acquire 
the respect of society and history and realize their own 
value. 


Above, the authors described the function of the socialist 
market economy in p:omoting people’s development from 
a mainly positive perspective. But the socialist market 
economy is by no means omnipotent, nor is it perfect. If it 
is not handled well, it can lead to people’s dependence on 
things and from there produce various negative effects on 
people’s development. For example, the socialist market 
economy must strive for economic results and arouse 
people’s enthusiasm through the drive for benefits. Money 
is the measure of the value of market commodities. If we 
one-sidedly pursue economic results and individual bene- 
fits, seeing things and not seeing people, it causes individ- 
uals to develop an excessive dependence on things and 
money, and could lead to egoism and worship of money, 
bringing about tension and indifference in personal rela- 
tions and problems such as environmental pollution and 
ecological destruction. As far as individuals are concerned, 
they become wealthy for a while, but they are lacking in 
personal qualities and such things as eating, drinking, 
prostitution, and gambling come about. So, it not only 
brings about the development of personal deformity- but 
also creates disaster for society. Therefore, as we develop 
the socialist market economy, we must pay attention to the 
development of the economy and we must pay attention to 
personal development. Only when we have a fully devel- 
oped, free population can we establish a socialist market 
economy and promote the development of society. The 
development of the economy of society and personal 
development are the two fundamental starting points in 
developing a socialist market economy, as well as the two 
basic measurements of success or failure in balanced 
reform and opening up and balanced development of the 
socialist market economy. 


Inspection Committee on Eliminating Party 
Corru 

94CM0394A Beijing RENMIN LUNTAN [PEOPLE'S 
FORUM] in Chinese No 7, 15 Jul 94 pp 12-13 


[Article by Central Committee Discipline Committee 
Deputy Secretary Hou Zongbin (0186 1350 6333) titled: 
“Party Discipline Inspection Work Must Stress the 
Struggle Against Corruption’’} 


In a speech to the Central Inspection Committee’s Third 
Plenary Meeting, Comrade Jiang Zemin pointed out: “if 
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the economy is not handled well, we could fall from power; 
when the economy is on the rise, if the phenomenon of 
corruption spreads unchecked, graft and bribery run 
amuck, and we lose contact with the masses, then we could 
also fall from power.” This is a profound expounding on 
the extreme importance of anti-corruption work. For this 
reason, discipline and inspection organs must make anti- 
corruption work the focus, and concentrate their energy on 
grasping its implementation, so as to be able to even better 
handle serving the needs of economic construction. 


The Anti-Corruption Struggle Cannot Be Given Up 
Halfway 


In the preceding period, the masses in some places have 
reported that the tendency in anti- corruption work is 
towards relaxation, the effort is weakened, and the worry is 
that anti- corruption work is sliding backwards in a big 
way. This worry is not without foundation. In order to be 
penetrating and long lasting, and even have an effective 
launching of an anti-corruption struggle, it is necessary to 
properly grasp the following two points: 


First, it is necessary to use the essence of speeches by 
comrades Jiang Zemin and Li Peng on anti-corruption, 
and use the essence of Central Inspection Committee’s 
Third Plenary Meeting to unify thinking. The Central 
Committee has already determined the direction and 
overall situation of the basis for this year’s work of the 
whole party. Anti-corruption work must be subordinated 
to and service this direction and overall situation, and also 
must overcome thinking involving the fear that firmly 
grasping the anti-corruption struggle will effect building 
the economy, reform and opening and social stability. In 
addition, we must protect against over estimating the 
achievements of the previous stage, which produces a slack 
mood due to the increasing level of difficulty and higher 
demands of this year’s anti-corruption struggle, and the 
emergence of a fear of difficulty, in order to gradually 
strengthen the feelings of responsibility and urgency in 
properly conducting anti-corruption work. 


Second, leadership teams at all levels must vigorously 
promote anti-corruption. This point must not be let go of. 
The Discipline Committee leadership in some places is 
concentrating its energy on grasping anti-corruption, and 
party secretaries are taking the lead, and accepting full 
responsibility; deputy secretaries should grasp honesty and 
strict self-discipline, and investigate and take proper 
action for major and important cases and correct improper 
work styles; party committees also should all concentrate 
on these three missions; in addition, they should transfer 
personnel to replenish resources for hearing cases and 
responding to written petitions; they should concentrate 
manpower on handling cases, and increase efforts to 
handle large and important cases. 


The Anti-Corruption Struggle Must Proceed With All 
Working To Carry Out the Three Missions 


First, leadership cadres from top to bottom must work 
honestly and with self discipline. We must continue to 
master the implementation of last year’s “five stipula- 
tions” on honesty and self-discipline. All who have not 
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participated in democratic life meetings for comparative 
examination, must make up missed lessons, must continue 
self-examination, and conscientiously make corrections; 
all issues emerging from self-examination that have not yet 
been corrected, must be dealt with according to regula- 
tions; all those people who again violate regulations must 
resolutely be investigated and have proper action taken. 


Second, in carrying out handling of discipline cases all 
must devote effort. On the one hand, for valuable clues 
that have already been grasped, we must not let go; for 
cases already put on record, we must accelerate the rate of 
progress in resolving the case; for cases that have already 
been thoroughly investigated, we must resolve them as 
rapidly as possible, and typical cases must be publicly 
handled. On the other hand, it is necessary to expand the 
sources of cases, and unearth new clues, while severely 
punishing newly discovered illegal and reckless behavior. 
In investigating cases and taking proper action, we must be 
even more effective at severely and seriously punishing 
illegal and reckless behavior. 


Third, we must devote effort from top to bottom in 
correcting work styles. We must properly handle the “‘three 
orderings, the one check, and the two alignments”; putting 
in order the chaotic collection of fees, putting in order the 
use of public money for going abroad for tourism, and 
putting in order party and government organs and their 
work personnel using enterprise property; each business 
must put a stop to incorrect work styles that the masses 
strongly oppose; party and government organs must 
achieve alignment through setting up economic entities, 
and administratively collecting fees, and punishing those 
who do not have revenue and expenditure information. 
This year we must look for new results in these areas. 


Properly Conducting Special Topic Democratic Life 
Meetings 


The key to properly grasping the anti-corruption struggle is 
the proper grasping of the honesty and self-discipline of 
leadership cadres, and the key to properly handling hon- 
esty and self- discipline is properly conducting measure- 
ment [to standards], and self examination and self correc- 
tion democratic life meetings, and raising the quality of 
democratic life meetings. 


First, attitudes must be conscientious, and demands must 
be strict. Each party member leadership cadre must con- 
scientiously compare and contrast the honesty and self 
discipline regulations in properly handling measurement; 
when it comes to issues that emerge from self-examination, 
it is necessary to conscientiously carry out correction, and 
achieve organizational peace of mind, satisfaction of the 
masses, and putting one’s self at ease. For a democratic life 
meeting that has gone well, for comrades that have this or 
that problem, once there is self-examination and correc- 
tion, there is an opportunity for releasing a burden; for 
everyone this is an opportunity for self education, and 
strengthening consciousness of self discipline. Leadership 
cadres at all levels should have a positive attitude handling 
self-examination and self-correction, particularly for com- 
rades who have violated central regulations on honesty and 
self discipline. They must have a proper attitude, and try to 
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gain the initiative. It is necessary for democratic life 
meetings of party organizations to have a serious and 
solemn attitude, with strict standards, and strict demands. 


Second, properly handling preparation, and strengthening 
supervision of examinations. Prior to democratic life 
meetings, it is necessary to conscientiously listen to the 
opinions of cadres and the masses. During democratic life 
meetings, it is necessary to conscientiously carry out crit- 
icism and self-criticism. Following democratic life meet- 
ings, it is necessary within certain boundaries to issue a 
circular on the situation of self examination and self 
correction, subjecting oneself to the supervision of cadres 
and the masses. 


The Key To Conducting Discipline Case Work Is 
Increasing my ot or <nvestigating Cases and 
Taking Proper A 


At present it is necessary to increase the manpower for 
investigating cases and taking proper action, to accelerate 
the rate of progress on handling cases, to increase the 
quality of case handling, and to make breakthroughs on a 
number of major and important cases that will have 
influence. We must emphasize the proper grasping of the 
following points: 


First, strengthen reporting of petitioning [statements of 
grievance], conscientiously arranging for the investigation 
of case clues. For the preceding stage when the masses visit 
and send letters supplying clues, it is necessary to arrange 
for an investigation, and for cases reported by the masses 
we must by no means leave a matter settled by leaving it 
unsettled. For important clues, we cannot drop them, but 
must in a timely manner pay close attention to initial 
examination work, and adequately and timely record 
cases. 


Second, stress the main points, and concentrate forces on 
handling cases. On cases involving obstructions to reform, 
development, and stability, and cases reflecting the strong 
opposition of the masses, particularly graft and bribery, 
financial fraud, and personal economic criminal cases, we 
must deal with the main points involved in investigating 
and dealing with the cases accordingly, seize hold, and 
concentrate effort on a battle of annihilation. 


Third, jointly handle cases, and eliminate interference. We 
must gradually strengthen mutual coordination among 
discipline examination and supervision organs, judicial 
organizations, and administrative control departments. In 
cases involving overlapping of party discipline, govern- 
ment discipline, and legal discipline, we must have joint 
handling of cases, with organizations having a particular 
advantage mutually filling in where needed, with coordi- 
nated activity, to ensure that in the investigation and 
handling of major and important cases there is no missing 
of opportunities for winning the battle, and achieving 
timely breakthroughs. 


Fourth, strengthening leadership, and clarifying responsi- 
bility. The leadership must personally organize, direct, and 
coordinate work involved in handling cases. For real 
difficulties and problems encountered by lower levels 
during handling of cases, leadership levels must provide 
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guidance and assistance, and particularly for those cases 
where there is great resistance, and much interference, 
leading comrades must have a clear attitude, provide 
support, and must appear personally, and decisively deal 
with the situation. It is necessary to establish a case 
handling responsibility system, and achieve a situation 
where there the mission is clear, and the responsibility is 
carried out. 


Correcting Unhealthy Tendencies Must Be Done 
Constantly, With No Slacking 


Unhealthy tendencies are many in number and cover a 
range of aspects, while the situation is complex, and the 
difficultly in correcting these is quite large. For this reason, 
work involved with correcting unhealthy tendencies must 
start from actual conditions, and grasp the facts of a 
situation from top to bottom, with not great hubbub, and 
no blast of wind. 


First, it is necessary to have a clear goal. The Central 
Discipline Committee’s Third Plenary Session proposed a 
nationwide goal for correcting unhealthy tendencies, and 
each region, and each department must properly handle 
this work item by item. At the same time, each region and 
each department should start from their own actual con- 
ditions, and determine the concrete goal of the work 
involved in correcting unhealthy tendencies for each 
region and each department. We must breakthrough the 
main points, and cannot try to do too much, and be too 
scattered. Each year we must concentrate on solving one or 
two problems, this will be an effective approach. 


Second, we must have a goal that makes examination 
and checking convenient. In the wake of the deepening 
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of work on checking unhealthy tendencies, it is neces- 
sary to make every effort to formulate a set of scientific 
and quantifiable examination goals that make inspec- 
tion work convenient. In formulating goals we must 
grasp one step at a time, as in going for the unattain- 
able, we will lose peoples’ trust, but lowering our sights 
is tantamount to having no requirements. 


Third, we must have relevant policies. This means distin- 
guishing situations, and for unhealthy tendencies, we must 
have policies on how to handle correcting them, how not to 
correct them, how to handle normal violations of disci- 
pline, how to handle serious violations, and how to go 
against the wind, and we must delimit their boundaries. 


Fourth, we must have concrete measures. The basic mea- 
sures for correcting unhealthy tendencies are to treat the 
problems by looking at their root causes and symptoms, 
and it is necessary both to check the trend, and to grasp its 
origin. It is necessary to grasp each move, ideological, 
systemic, professional, and organizational, as a set, and 
consolidate it, forming a system and standards. Practice 
proves that specialized treatment is an effective approach 
to checking an unhealthy tendency, and we must grasp this 
as the foundation for this type of work. Business-related, 
unhealthy tendencies are a social problem, and tne whole 
party must get to work, while each aspect must be uni- 
formly grasped and jointly handled, and tackled in a 
comprehensive way. Discipline inspection and supervision 
organs must grasp this, each administrative professional 
responsible department mus also grasp this, and each must 
propose requirements, be strictly responsible, and mutual 
cooperate. 
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National Affairs, Policy 


Interview With Economist Wu Jinglian 


94CE0772B Nanjing XINHUA RIBAO in Chinese 
29 Jul 94 p 7 


[Interview with Wu Jinglian (0702 2417 8834) by 
XINHUA RIBAO reporter Wu Xianman (0702 0341 
3341); place and date of interview not given: “The Diffi- 
culties of Building a Market Economy”] 


{FBIS Translated Text] [Wu Xianman] Professor Wu, how 
are you? On the occasion of the founding of the Jiangsu 
Market Economy Society, would you tell us your views on 
some of the problems in China’s drive to build a socialist 
market economy? 


{Wu Jinglian] Certainly. I think there are currently three 
groups of theoretical and practical issues relating to the 
socialist market economy that we need to look at. The first 
group consists of major theoretical issues. Economists 
from classical economists on down have always used the 
market economy as their subject of study. In the wake of 
the neoclassical revolution of the late 19th century and 
early 20th century, the Keynesian Revolution of the mid- 
20th century, and some other developments that came 
later, modern economics has become a fairly coherent 
discipline. Certainly there is still a host of major issues that 
have yet to be aired, but since we do not seem to be in the 
forefront, we are not equipped for any major theoretical 
innovation. The primary mission for most domestic econ- 
omists is to study and master modern Western economic 
theory without delay. The second group consists of theo- 
retical issues pertaining to the socialist market economy, 
for example, what is a socialist market economy? What is 
socialism? Issues like these we have been studying for 
years. The decision of the Third Plenum of the 12th CPC 
Central Committee in 1984 called for a planned com- 
modity economy, but there was actually no public con- 
sensus. Hence the subsequent setbacks. The objective of 
creating a socialist market economy has now been clearly 
defined; we have passed the political test but the issue has 
not been totally resolved theoretically. Hence the frequent 
considerable resistance in practice. The core issue here is 
this: What is socialism? What is public ownership? Can 
public ownership and the market economy coexist? How 
are they to be handled? It seems that these issues have not 
been completely aired so that when it comes to the actual 
implementation of reform itself, such as the reform of the 
company, many problems arise. These issues involve the 
modern development of the socialist theory and it will take 
a lot of hard work to resolve them. The third group consists 
of issues pertaining to the transition from a planned 
economy to a market economy. The Third Plenum of the 
14th CPC €entral Committee has given us the marching 
order: Full speed ahead on the reform front. However, to 
win a total victory in this battle is no picnic. It includes 
resolving many theoretical and policy issues in the transi- 
tional phase. Comrade Deng Xiaoping said, “In reform if 
you don’t move forward, you are regressing.” We have 
made it thus far in reform. If we do not move forward now, 
it would be a defeat for economic development as a whole. 
There will be minor setbacks, but a major failure must be 
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avoided. Otherwise it would be too much for anybody to 
cope with. This transition is a typical non-linear progres- 
sion. Nuo Si and others have pointed out in their recent 
works that systematic change is path-dependent; it does 
not necessarily go where you want it to go. In other words, 
you may set the right objective and choose the right general 
direction, but it does not mean everything will then fall 
into place. You also need to choose the correct detailed 
route. Otherwise an error the breadth of a single hair can 
lead you a thousand li astray. You start out just a tad off 
course, and the system will drift further and further from 
the goal by the force of its own logic. The 14th CPC 
National Congress has explicitly laid down our objective 
and the Third Plenum of the 14th CPC Central Committee 
has pointed out a general direction. Both are major tri- 
umphs. However, if the various compromises and adjust- 
ments we make in the course of actually putting reform 
into practice result in deformity, we may end up with 
something completely distorted beyond recognition. When 
that comes to pass, we may find ourselves bogged down in 
a chaotic and ineffectual system. These days therefore we 
must closely watch how every piece of reform is actually 
coming along and correct any deviation promptly. 


[Xinhua Ribad] The current macroeconomic situation is 
highly complicated. Economists have different interpreta- 
tions and opinions. You have always proposed keeping a 
tight leash on the money supply while decontrolling prices 
and bringing inflation under control. What do you make of 
the present macroeconomic situation? What are your 


policy suggestions? 


(Wu Jinglian} Economists can be divided into three 
schools of thought depending on their analysis of the 
current macroeconomic situation and their policy pro- 
posals. In the first camp are economists who believe that 
on the whole there is still some slack in the macroeconomy, 
which they blame on the retrenchment of 1993, and 
advocate an expansionary monetary policy. Also in this 
camp are people who call for the abolition of the existing 
system of volume control and would like to see a contin- 
uation of the negative interest rates now in effect. In the 
second camp are economists who propose that macroeco- 
nomic regulation and control be kept at its current inten- 
sity. They argue against an expansionary monetary policy 
but call for the proper use of economic tools. They want 
interest rates to be raised to replace administrative means 
of regulation and control. The retail price index rose at an 
annual rate of 50 percent in the 4 months between 
November 1993 and February 1994, retreated in March, 
when it increased at an annual rate of less than 10 percent, 
and headed upward again in April and May, climbing at an 
annual rate of between 18 and 19 percent. The effective 
interest rate at the end of last year and early this year was 
between 10 percent and 15 percent. Negative effective 
interest rates are highly inflationary and must be gotten rid 
of. The third school of thought believes that the current 
macroeconomic situation is just about right and all we 
have to do is to keep the economy working the way it is. 
Economists in this camp share the control objective of the 
second camp but also agree with the practical methods of 
the first camp. In other words, they are opposed to raising 
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interest rates and advocate the continuation of negative 
interest rates. How should we reconcile the fight against 
inflation with negative interest rates? The answer is to use 
administrative tools to limit the total volume. My assess- 
ment is that inflation has been slowing down, which shows 
that the money supply is generally right where it should be, 
but the structure is awful. The fact of the matter is that 
despite their efficiency, some areas have no access to 
funds. Even places which deserve no access to funds echo 
others’ demand for funds. This situation and other consid- 
erations may prompt the government to loosen its grip on 
the money supply, a step that may backfire and push up 
prices. When inflation gets bad enough the government 
may again put the brakes on the economy. So the cycle 
repeats itself. That way things would easily get out of hand. 
In that we have learned a lesson in the past. By the way, 
these days the press talks about macroeconomic regulation 
and control being applied too indiscriminately. You would 
think that there were macroeconomic regulation and con- 
trol also under the planned economy. Anything important, 
anything that the government regulates, that is macroeco- 
nomic regulation and control. In fact, macroeconomic 
regulation and control can be found only in a market 
economy. It means total volume management. All modern 
market economies feature macroeconomic regulation and 
control. 


{Xinhua Ribad] The achievements of economic reform in 
China are recognized worldwide, in contrast to the results 
of economic reform in other countries with a planned 
economy. This has led some foreign economists to 
attribute the success of reform in China to a so-called 
incremental reform strategy. You are a strong advocate of 
a coordinated comprehensive reform strategy. What is 
your opinion of this interpretation of the incremental 
reform strategy? 


[Wu Jinglian] Foreign (primarily American) economists do 
indeed see the incremental reform strategy that way and 
there are people at home who agree with them. These 
scholars believe that the incremental approach is effective 
and will eventually lead to success. Within China, some 
pro-reform experts too look favorably upon the incre- 
mental strategy and suggest that we stick to it in the future. 
I don’t agree. Only the state sector has used the incre- 
mental approach and reform in the state sector is not the 
success story of Chinese reform. The hallmark and 
strength of our reform is the leading role played by reform 
outside the system, which also explains the success of the 
early phase of reform. The first success story was rural 
output-related contracting, which replaced the traditional 
people’s commune system within just two years. This is 
not incrementalism but robust development outside the 
system. Development outside the system and opening up 
to the outside world. These two things formed the basis of 
economic growth. The nonstate economy has grown by 
leaps and bounds. This strategy, however, is not sustain- 
able in the long haul. The longer it exists, the sharper the 
contradictions. First of all, as long as the new order is not 
fully in place, there will be no major gain in efficiency, 
economic growth will remain essentially a product of 
increased input, and inflationary pressures are ever- 
present. Given the current level of efficiency in China, 
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World Bank experts, quite rightly to my mind, consider the 
economy to be over-heated as soon as the annual growth 
cate exceeds 7 percent each year. Second, at a time when 
administrative power intervention is widespread and the 
market is disorderly, corruption has a strong institutional 
base and so-called “rent-seeking” will proliferate and be 
reflected correspondingly in policies and politics, con- 
sciously and otherwise. Such forces would hamper reform 
deepening, even distorting reform and creating a “‘rent- 
seeking” environment. These days the stock market is 
disorderly and must be regulated, but that won’t be easy. It 
is not necessarily a good thing to close the futures market, 
but it is imperative that we strictly regulate it and tighten 
its management. Third, there is a tendency for the social 
institutional income gap to widen. To begin with, the 
living standard of peasants is not going up fast enough. 
Large numbers of rural migrants cannot find a permanent 
job. This is what is called the dualism of developing 
countries. We must look to rising accumulation in the 
modern sector to absorb the migrants and bring about 
modernization. This is not just an economic issue. If it 
worsens, it may well turn into a social and political issue. 
Back in 1984 the CPC Central Committee already made 
the decision to urbanize the reform strategy, but related 
reforms were not introduced in 1986 and no breakthrough 
came in 1988. As a result, the decision of 1984 came to 
nothing. Subsequently there were criticisms that reformers 
were too impatient for success. Only after Deng Xiaoping 
toured the south in 1992 and delivered some speeches did 
we turn the tide. Since last year the central government has 
actually introduced two groups of measures. The first, 
introduced in June, sought to step up macroeconomic 
regulation and control and was designed to rein in inflation 
in a hurry. The second group consisted of basic measures 
designed to advance reform. The “decision” settled on the 
reform strategy of combining advancing across the board 
with achieving breakthroughs in critical areas and intro- 
duced five major pieces of reform, in finance, banking, 
foreign exchange, enterprises, and social security. If all of 
them are implemented, I expect a basic framework to be in 
place before the year 2000. For now the pace of impiemen- 
tation seems to be rather uneven. Fiscal reform is moving 
ahead quite smoothly. In foreign exchange reform, the first 
step is the convertibility of regular items. That too is 
coming along quite well. However, the three other pieces of 
reform are not making as much progress as one would like. 
Financial reform, for instance, has not lived up to our 
demand primarily because of the slow pace of the com- 
mercialization of specialized banks. 


[Xinhua Ribad] As you noted earlier, the progress in 
enterprise reform has been less than satisfactory. Enter- 
prises, particularly state enterprises, have all sorts of 
problems these days. What do you think should be done? 


[Wu Jinglian] It is not just state enterprises that are in 
trouble. Township and town enterprises too have some 
problems. For instance, a number of township enterprises 
in southern Jiangsu are becoming more and more like state 
enterprises. If this situation continues, I am afraid they 
won’t survive the disruptions caused by China’s accession 
to GATT. They too need to be reformed. Having said that, 
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the biggest challenge is state enterprise reform. There are 
two approaches. One is importing foreign capital to 
finance reform. There is some disorder on that front right 
now and irregularities are happening. We must bring it 
under control. The other is on-the-spot reform, that is, 
company reform that leaves the existing property rights 
structure intact. As far as state enterprises are concerned, 
the issue in on-the-spot reform is the clarification of 
property rights. A big chunk of the current assets of state 
enterprises actually consists of the social security funds of 
their employees. They should be separated from the 
existing assets and returned to the funds for their manage- 
ment. The current assets also include housing funds. There 
is a possibility they may come under public ownership in 
the future. The second issue is to create a legal-person 
management system. Ownership is to be separated from 
control. The system will work only if there is just one new 
three-committee decision-making body. Managerial per- 
sonnel should be appointed by the board of directors. As 
long as the owners do not sit on the board or be part of the 
enterprise’s inner circle, the three-committee checks- 
and-balance structure cannot be set up. All these issues 
must be worked out. The third issue is so-called unbur- 
dening. The burden must be removed. People pin their 
hopes on policies. If things do not work out, we may end up 
on the same old track of delegating power and sharing 
profits. Public ownership should come in a variety of 
forms and shapes. Besides government ownership there 
should be ownership by the public, as in the case of social 
funds. Organizations such as insurance funds and pension 
funds, in particular, have highly promising prospects. 
Whether they are made up of savings or contributions, 
funds should be publicly owned. 


[Xinhua Ribad] The relationship between the central gov- 
ernment and the localities has been an issue throughout the 
entire course of reform in China. You have always pro- 
posed that the division of economic power replace the 
division of administrative power. Nowadays there are 
different opinions and proposals regarding management 
by level. Can you tell us what you think? 


(Wu Jinglian] We must first be clear about one thing, 
namely that in economics, macro regulation and control 
refers to the regulation and control of the total volume. 
There used to be the notion of two-level macro regulation 
and control, which does not seem right to me. There has to 
be a separation of power in financial matters, but the 
regulation and control of the overall money supply must be 
and can only be the sole responsibility of the central 
government. This is because money circulates freely and 
recognizes no regional boundaries. If the regulation and 
control of the money supply is split between government at 
different levels, things will ultimately get out of control, to 
the detriment of a unified market. And it is the regulation 
and control of the total volume of money in circulation 
that is most critical in a market economy. The issue here is 
not what different opinions there are in the localities, but 
from what angle we are going to look at the issue. Should 
we continue to use the old planned economy as our 
framework of reference, or should we put things in the 
context of the market economy? These days there is a vocal 


ECONOMIC 15 


demand for widening private fund-raising channels. | am 
all for widening such channels, but actually this is a micro 
issue in the financial system, not one of controlling the 
total volume. Private financial institutions are not and 
should not be appendages of the central government. As 
far as the regulation and control of the money supply is 
concerned, the main issue is to maintain the authoritative- 
ness and effectiveness of the central monetary body. To a 
big country with a socialist market economy like ours, 
nothing else is more important. We must continue to work 
hard to eliminate local protectionism and administrative 
separatism and keep the nation’s market unified and 
intact. 


Economist Xiao Zhuoji’s Comments on Economy 


Views Rapid Growth Rate 


94CE0777B Beijing ZHONGGUO SHUIWU BAO 
in Chinese 5 Sep 94 p 1 


[Article by Jiao Zhiqian (3542 1807 6197): ‘“‘Noted Econ- 
omist Xiao Zhuoji Comments on Rapid Economic 
Growth”’] 


[FBIS Translated Text] Recently, at a conference of senior 
cadres from departments under Qingdao City’s direct 
administrative control, noted economist and Beijing Uni- 
versity professor Xiao Zhuoji said: In the last three years, 
China’s economy has grown quite rapidly, 12.8 percent in 
1992, 13.4 percent in 1993, 11.6 percent in the first half of 
this year, and about 11.5 percent projected for all of 1994. 
Some people now consider that the Chinese economy is 
overheated and should be cooled down. How can one judge 
if the economy is growing too fast? What criteria should be 
used to measure whether or not it is overheating? 


Xiao Zhuoji said: The rate of economic growth has been 
relatively rapid in recent years, and there are inherent 
reasons for rapid economic growth. First, with intensifica- 
tion of reform, various components of the economy are 
taking off rapidly and this is the most important reason. 
Foreign-funded and rural enterprises have developed rap- 
idly, stimulating overall economic development. Last year, 
China’s total industrial output value increased by 24 
percent; in this context, state-run enterprises increased 
only 9.3 percent, collective-run enterprises 41.7 percent, 
and rural enterprises 64 percent; from the standpoint of 
sectoral contribution to economic growth, state-owned 
enterprises accounted for 23 percent, while rural enter- 
prises accounted for more than 50 percent. That shows 
that economic growth in the non-state-run sector has been 
relatively rapid, which gives the impetus to overall eco- 
nomic growth. Second, the great productive capacity 
developed in the last few years also drives the economy 
toward growth. In the two years of 1992-93, fixed asset 
investments totalled almost 2 trillion yuan and the large 
volume of such investments has raised the production 
capacity. Third, after several years of investing in fixed 
assets, notable gains have been made in the energy and 
transportation sectors. Last year, the capacities of the 
following sectors have increased: electric generation by 8.8 
percent, highway transportation by 11.2 percent, railway 
goods transport by 12.4 percent, harbor handling by 10.1 
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percent, postal and telecommunications by 58.9 percent— 
all of which alleviated the constraints in the economy. 
Fourth, there was an inflow of a large volume of foreign 
investment. Last year, the actual inflow of foreign invest- 
ment totalled $25.8 billion, an increase of 135 percent, or 
more than double that of 1992. The amount of foreign 
capital actually utilized in the first half of this year is 
greater than in the comparable period of the year before, 
which generates considerable forward momentum in the 
economy. Fifth, banks and financial entities now have the 
capacities to support economic growth. After macroeco- 
nomic adjustments were made last year, monies on 
deposits in banks have increased, and capital funds are 
now available to support appropriate economic growth. 
Sixth, despite the rather high inflation rate in the last two 
years, cash incomes of urban and rural residents have 
increased at a rate exceeding that of inflation; citizens’ 
increased real incomes have raised purchasing power and 
increased demands for goods and services, which further 
stimulate economic growth. Seventh, in terms of the world 
economy, beginning the second half of last year, economic 
growth in major capitalist countries has been quite respect- 
able; the U.S. for example may achieve a three percent 
growth rate this year, and this provides rather favorable 
conditions for China in terms of international trade; last 
year and in the first half of this year, China’s exports and 
imports increased by rather large margins, further stimu- 
lating China’s economic growth; there are, therefore, many 
reasons for China’s rather rapid economic growth in the 
last two years. 


There are, however, two differing views with regard to this 
kind of rapid economic growth: One view holds that rapid 
growth is a good thing, development is a firm principle, 
and objectives-oriented development should be even more 
rapid as it helps speed up China’s modernization and 
construction and change the image of China as a backward 
country; another view holds that the great pressure created 
by rapid growth constitutes overheating. Today there are 
different explanations for overheating: One explanation 
states that the criteria of overheating are defined by 
government’s plans, and growth which exceeds govern- 
ment’s plans is overheating. For example, China’s planned 
growth rate for 1992 was 6 percent, later adjusted to 8 
percent, but the actual growth rate was 12.8 percent which 
exceeded government’s projection, and the economy there- 
fore was overheated. Another explanation holds that 
Western nations also consider the Chinese economy as 
overheated, judged by criteria used in foreign countries, 
particularly those used in developed countries. Among 
developed countries, annual economic growth rate is one 
to two percent, and a three percent rate means the 
economy is growing very well indeed; these countries dare 
not even think of an economic growth rate approaching 
double-digits; they consider that overheating, for they can 
hardly comprehend or explain a double-digit economic 
growth rate. Therefore, whether from the standpoint of a 
planned economy or in terms of the developed countries’s 
view toward economic growth, China’s economic growth is 
certainly overheated. But with any scientific criteria used 
to determine overheating, one should also consider 
whether economic growth is exceeding the capacities of the 
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nation’s manpower, material and financial resources, and 
whether the various component of the national economy 
are operating normally; in these terms. therefore, six 
criteria may be applied: 

First, concurrent with economic growth, have economic 
benefits increased or declined?; second, under conditions 
of rapid growth, are the corresponding relationships of the 
various components of the national economy well coordi- 
nated, or seriously out-of-sync with each other?; third, 
along with rapid growth, is technology progressing, stag- 
nating or even regressing?; fourth, concurrent with rapid 
growth, is the nation’s foreign exchange reserves 
increasing, or declining by any large amouits; fifth, is the 
nation’s management of fiscal receipts and expenditures 
normal, or is there a situation of imbalance creating 
tension?; and sixth, is the people’s standard of living rising 
or declining by large margins? 


The above six criteria spell out the important conditions 
for measuring whether economic growth is reasonable, 
normal or overheated. From the standpoint of the situa- 
tion developed in recent years, including the first half of 
this year, one can say that although our economic growth is 
relatively rapid, most criteria indicate that there have been 
improvements, and even though some criteria show no 
marked improvements, they nevertheless indicate no fur- 
ther decline; under these circumstances, I would consider 
that China’s rapid economic growth is reasonable. 


Naturally, relatively rapid economic growth can create 
definite difficulties and tension in various respects. There 
was a period of considerable tension, such as in the first 
half of last year when production materials were in short 
supply, their prices increasing quite rapidly, and capital 
funds critically short, particularly in terms of in-time 
availability for major construction projects. But viewed 
from another angle, if the economic growth rate were 
relatively low, the difficulties would be even greater. 
People can see the effects of inflation, and we must 
seriously deal with the problem, but what is most fright- 
ening is the prospect of stagnation in the economy and the 
inflation rate remaining relatively higher, for this type of 
situation is extremely difficult to manage. An economy 
growing at less than seven percent will create many prob- 
lems. One of the problems is that the government will have 
increased difficulty managing fiscal receipts and expendi- 
tures; another problem is the prospect of maniy enterprises 
incurring deficits, with the scope and number of bankrupt- 
cies greatly increasing, since our enterprises cannot dis- 
charge workers because of a slow growth rate and their 
fixed costs can only increase but not decline. Furthermore, 
if the economic growth rate declined and the scope of 
investment shrinks, a huge pool surplus labor will surface, 
particularly in the rural areas; at present, approximately 
70-80 million peasants are seeking employment in the 
society every year and if economic growth slows and 
investments decline, many will not find employment and 
this constitutes a social issue of major magnitude. At this 
juncture, we are in a transition period moving from a 
centrally-planned to a market-oriented economy and many 
current contradictions are the result of contradictions 
between the old and new systems; if we slow down the pace 
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of reform, we will be prolonging the transitional period 
from the planned to the market economy, exacerbate the 
contradictions of the two economic systems, and raise the 
costs of undertaking structural reform. 1 herefore, at a time 
when conditions for reform exist we should firmly grasp 
and exploit the opportunity and timing. Beginning next 
year, China’s economic growth will enter into a period of 
readjustment and the growth rate will decline to around 10 
percent after adjustments are made next year, from the 
1990s to the beginning of the next century, China can 
probably maintain an annual economic growth rate of 
around 10 percent. In the coming decade and beyond, 
therefore, the overall situation in China indicates that 
rapid economic development will continue. 


Comments on Current Inflation 


94CE0777A Beijing ZHONGGUO SHUIWU BAO 
in Chinese 7 Sep 94 p 1 


[Article by Jiao Zhigian (3542 1807 6197): “Noted Econ- 
omist Xiao Zhuoji Comments on Today’s Rather High 
Inflation Rate”) 


[FBIS Translated Text] The rate of inflation has been quite 
high these two years, 13 percent last year, 19 percent in the 
first half of this year, and the cost of living index of China’s 
35 large and medium-sized cities now stands at 21 percent; 
this inflation rate is far higher than the average in the last 
15 years: from 1979 to 1993, prices increased at an average 
of 6.3 percent. 


Why is it that the inflation rate has been rather high in the 
last year or so? There are numerous causes: First, the price 
reform; last year, the pace of price reform was very rapid 
and the number of measures taken very numerous. 
According to the statistics, prices increased 60 to 80 
percent due to the impact of price reform, and the effect 
can still be felt this year. Second, there was taxation 
reform; although the overall level of taxes was not raised, 
the reform affected prices differently. For some commod- 
ities, increasing their taxes led to price increases, but for 
other commodities, lowering their taxes did not result in 
lowered prices. Third, there was a change in exchange rates 
which amounted to a de facto devaluation of the renminbi 
[RMB]; at present many enterprises need to rely on 
imports for components, parts, and other facilities, and the 
exchange rate resulted in higher fixed costs for those 
enterprises. At the same time, many basic products China 
produces are below world prices; therefore, domestic 
prices were adjusted upward to the world market’s level, 
which meant price increases. Fourth, the money supply 
increased at a rate which exceeded the rate of economic 
growth. From 1978 to 1993, the annual rate of economic 
growth averaged 9.3 percent, but the increase in money 
supply averaged 25 percent; that is to say, money supply 
exceeded economic growth by a large margin. Fifth, with 
prices strictly controlled in the two years of 1990-91, price 
increases were kept low; when controls were lifted in the 
last two years, the inflation held in check in the prior years 
was released. Sixth, there was the excessive scale of invest- 
ment; price increases in production materials impacted on 
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the production costs of consumer goods, creating costs- 
driven price increases. Seventh, the level of consumption 
among citizens has risen and the consumption pattern is 
changing from meeting the basic food and shelter needs to 
satisfying the lifestyle of the moderately well-off, and this 
has had an impact on prices; furthermore, the masses 
expect prices to rise, which in itself is cause for a price 
increase. Eighth, there is ineffective and imperfect man- 
agement on the part of those responsible for managing the 
economy, resulting in some localities and enterprises 
taking unilateral steps to raise commodity prices and 
further fueling inflation. In short, the current high inflation 
rate has numerous causes, the most important of which are 
policy and structural reasons. 


Inflation may be divided into five types: The first type is 
called appropriate or low-level inflation, generally at 3 
percent or less. This inflation rate does not have much 
impact on economic life, but may have certain negative 
effects. The second type is called moderate inflation, 
generally at between 4-6 percent which, although it serves 
the function of readjusting supply, demand and allocation 
of resources, also generates considerable negative impact 
on economic life. The third type is called high inflation, i.e. 
at 7-10 percent, which produces considerably greater neg- 
ative impact. Inflation rates of over 10 percent are consid- 
ered excessive is the fourth type, which can create chaos in 
many aspects of life in the society, as well as in the 
production, allocation and circulation of goods and ser- 
vices. The fifth type is called pernicious inflation which, in 
addition to a high inflation rate, has several special char- 
acteristics: slow economic growth, panic-buying, a 
declining real standard of living, further distortion in price 
relationships, and loss of confidence in the RMB on the 
part of the masses. In terms of the current situation 
confronting our country, however, the prevailing inflation 
is excessive, but has not yet reached the pernicious stage. 
This is because, first of all, despite the relatively high 
inflation rate, our economic growth has been quite rapid, 
and the rates of inflation and economic growth are keeping 
up with each other at 13 percent. This year, the inflation 
rate will probably be higher than the economic growth rate, 
but this is a short-term phenomenon for it is quite possible 
that both rates will decline next year. Second, despite the 
rather high inflation rate, the citizens’ standard of living is 
in fact rising, and cash incomes of urban dwellers 
increased by 35 percent in the first half of this year which, 
adjusted for price increases, still shows an increase in real 
terms. Third, the commodity supplies are quite ample and 
despite the rather high inflation rate, supply exceeded 
demand in a majority of industrial and consumer prod- 
ucts, and the reverse is true only in a small number of 
cases. The situation with agricultural side-line products, 
however, is not too encouraging. 


We can see therefore that one very important cause for the 
high inflation rate is price reform. The end result of price 
reform should have been beneficial in terms of rational- 
izing price relationships, but in the past, our policy was 
aimed at keeping prices low, and lowest in three particular 
areas: low rail fares; low housing rents; and low grain and 
food prices. Experience of the past 40 years demonstrates 
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that this low-price policy runs counter to the laws of 
pricing and market economics. Today, the results of past 
policies are: an increasingly serious shortfall in rail trans- 
portation due to the sluggish development and construc- 
tion of railroads; an increasingly serious housing 

among urban dwellers due to the lack of development of 
urban real estate and housing construction; a lack of 
motivation among farmers to grow grain which seriously 
affects their enthusiasm fer vroduction, rural economic 
development in general and consequently improvement in 
peasants’ livelihood. Therefore, we cannot only talk about 
the merits of stabilizing prices in general but must also 
conscientiously analyze the problem of prices from the 
standpoint of promoting development of the productive 
forces. 


The crux of the matter is that the inflation rate has already 
reached double-digits; any country or government would 
be under great pressure created by this phenomenon and 
would want to take steps to deal with it. Therefore, it is 
reasonable that the central government consider price 
control and combatting inflation to be the primary task in 
the second half of this year. To achieve these goals, 
however, the government should adopt comprehensive 
management measures, for we cannot rely solely on price 
inspections on a massive scale. First, we should accelerate 
the process of reform, especially enterprise reform, 
strengthen enterprise vitality, and increase the economic 
benefits, all of which are basically needed. Second, under 
the current circumstances, we should slow the pace of price 
reform, because the pace was too fast last year, so that 
today prices in about 90 percent of the commodities are 
already freed, but for some commodities, prices should be 
freed slowly so that the inflation rate can be slowed down 
appropriately. Third, we should increase the channels for 
consumption and investment to absorb the purchasing 
power. For example, speeding up the commercialization of 
housing is a very important channel for consumption; so 
are travel, tourism etc. In terms of investment channels, 
today there is only the buying of stocks and bonds; we 
should henceforth develop multiple channels to disperse 
the purchasing power and relieve the pressure on the 
consumers market. Fourth, under conditions of relatively 
high inflation, we should as appropriate compensate 
people for wages, benefits and interests. Such compensa- 
tion is now available for long-term deposits called the 
“certificates of deposit.” In fact, we should now consider 
the whole issue of raising interest rates. At the same time, 
we should compensate wage earners at all levels, so that 
their salaries will keep up with prices. Fifth, we should look 
after those in the low income categories. Today there is a 
considerable proportion of people in low income catego- 
ries; under relatively high inflationary conditions, the 
livelihood of these people is difficult indeed and they 
should be looked after. Sixth, we should firmly grasp the 
task of supporting agricultural production, for good or bad 
harvests, greater or lesser quantities of agricultural prod- 
ucts, and the overall situation of supply and demand for 
agricultural products, all have a particularly strong impact 
on prices in our markets. Therefore, on the issue of 
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inflation, we must conscientiously deal with it, and recog- 
nize that relatively high inflation has adverse conse- 
quences in many areas of our economic life, but at the 
same time we should not panic when we mentioned 
“inflation.” In more than a decade of reform and opening, 
we have developed relatively strong economic capability, 
and the broad masses have also developed considerable 
Capacity psychologically as well as economically to cope 
with inflation. Therefore, we should certainly be able to 
discuss the issue of “inflation” without panic. 


Trade Commission Official Views Enterprise 
Bankruptcy 


94CE0735A Beijing JINGJI GONGZUO TONGXUN 
[ECONOMIC WORK NEWSLETTER] in Chinese 
No 14, 30 Jul 94 pp 4-7, 36 


[Article by Chen Qingtai (7115 3237 3141), Vice Minister 
of State Economic and Trade Commission: “Speech at 
‘Seminar on Enterprise Bankruptcy”’} 


[FBIS Translated Text] The “‘seminar on the special topic of 
enterprise bankruptcy” is the first special topic seminar on 
experiments carried out in 18 selected cities. Over the past 
two days, participants at the seminar exchanged their infor- 
mation on bankruptcy, introduced some typical bankruptcy 
cases, discussed the major points and difficult issues on 
bankruptcy at present and revised the “Several Provisions 
on Enterprise Bankruptcy.” They had reached a common 
understanding on some issues through debates, and 
expressed their own ideas on some controversial issues. This 
will be conducive to carrying out the work of bankruptcy 
even more healthily, enthusiastically and reliably. 


I. To optimize the capital structure is a measure of 
fundamental nature in running state-owned enterprises 


This year, the State Economic and Trade Commission and 
other nine departments have carried out experiments in 
various cities to “optimize the capital structure and help 
enterprises increase their strengths.” These experiments 
are mainly aimed at helping state-owned enterprises make 
corresponding changes to cope with the several major 
economic structurai reform programs this year. Prior to 
this, the basic measure adopted to run individual state- 
owned enterprises well was to help them continuously 
carry out some policy readjustments by decentralizing 
power and giving up profits to lower-level units. After the 
announcement of several major reform measures this year, 
we must exert even greater efforts to use means of market 
economy to explore the ways out for the state-owned 
enterprises. That is, we must help them develop better 
external environment, creaté conditions for fair competi- 
tion and establish a legal system to select the superior and 
eliminate the inferior so as to revitalize more enterprises 
under the influence of market forces. 


Our experiences have shown that state-owned enterprises 
which can run their businesses well are not isolated cases. 
The experiments carried out in several cities are aimed at 
using the cities as a testing ground to combine our efforts 
in streamlining the enterprises’ internal administration 
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with those in improving their external environment; com- 
bine our efforts in helping individual enterprises improve 
themselves with those in readjusting their organizational 
structure; combine our efforts in improving state-owned 
enterprises with those in developing the regional economy; 
and combine our efforts in helping enterprises change the 
way they operate and set up a system with the improve- 
ment of government functions. That is to deep our reform 
by taking both the state-owned enterprises and the enter- 
prise environment into consideration. 


Right now, the inventory of state-owned assets is enor- 
mous as compared with the economic sectors under other 
ownership systems. However, the operational efficiency of 
state-owned economy is relatively lower. The industrial 
and organizational structure of the existing state-owned 
enterprises are formed with the planned economy as the 
basis. This kind of structure is outdated with the increase 
of the market forces and the rapid development of multiple 
economic sectors. In order to revitalize the state-owned 
enterprises and raise their work efficiency, we must opti- 
mize their capital structure. Here we have a double 
meaning. First, we must optimize the government capital 
in terms of geographical distribution and enterprise allo- 
cation. This kind of optimization can be achieved by 
moving the government capital from one industry to 
another and from one enterprise to another. Second, we 
must improve the capital quality [zi ben zhi liang 6327 
2609 6347 6852] of various state-owned enterprises and 
rationalize their capital structure, particularly the ratio 
between the enterprise’s assets and liabilities and that 
between the floating assets and fixed assets. 


Right now, the capital position [zi ben zhuang kuang 6327 
2609 3692 0400] of some state-owned enterprises has 
worried us. Basically a great majority of state-owned 
enterprises had never increased their capital for nearly 10 
years. The No. 100 Document issued by the state in 1983 
prevented any floating capital from flowing into state- 
owned enterprises. Afterwards, the state adopted the mea- 
sure to change state appropriations into loans to such 
enterprises. This had once again stopped the flow of fixed 
capital into state-owned enterprises. Meanwhile, the 
amount of funds reserved for the depreciation of the 
enterprise’s fixed assets is always insufficient, and the 
depreciation funds are not enough to compensate the wear 
and tear of equipment in simple reproduction. Excessive 
taxes and profits have worn the old enterprises hollow, 
while adding new pressure on them. Furthermore, state- 
owned enterprises have to spend a large amount of money 
to bear the financial burden in supporting social undertak- 
ings. In order to survive, enterprises must borrow money 
to carry out renovations. With the amount of debts rising, 
state-owned enterprises are unable to bear the heavy 
burden. In short, state-owned enterprises have been denied 
government capital for 10 years, while bearing heavy 
financial burdens. In the course of advancing toward a 
market economy, many enterprises have encountered dif- 
ficulties in face of strong competitors at home and abroad. 
According to statistics compiled by 18 cities where exper- 
iments are being carried out, the average ratio between 
assets and liabilities of state-owned enterprises is 70.3 
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percent, while the ratio between their floating assets and 
liabilities 92.7 percent. The 70.3 percent asset liability 
ratio alone is not so terrible. What causes people concern is 
the poor capital quality of many state-owned enterprises. 
That is to say that their products are obsolete, technology 
backward and, equipment outmoded, and their factories 
are over-staffed. They have to bear the heavy financial 
burden in supporting social undertakings and are in heavy 
debts. All this makes it difficult for many enterprises to 
stand up. According to a survey conducted in Liaoning 
Province, 12 percent of the state-owned enterprises in the 
province are competitive in the market, 18 percent of them 
may revive after they change the ways they operate; 14 
percent of them will not survive. The remaining 56 percent 
are at a cross-roads. They may possibly exist if they 
improve their management and secure the needed more 
capital. However, they may possibly go under if they refuse 
to improve their management and carry out renovations. 
These state-owned enterprises are typical in the province. 


At a time when China is marching toward market 
economy, a fundamental measure to build state-owned 
enterprises well is to improve the distribution and alloca- 
tion of government capital and the structure of assets and 
liabilities. That is to make the necessary structural read- 
justment of the large state-owned assets in stock and find a 
way out to run state-owned enterprises well by optimizing 
the allocation of assets in stock. This kind of work must be 
carried out with the support of cities. Therefore, we 
particularly pin our hopes on the various cities where 
experiments are being conducted. Many people have 
reached a common understanding that right now, it is 
unnecessary and impossible to run all the state-owned 
enterprises well under the current structure of state-owned 
enterprises. It is unnecessary to do so, because the existing 
structure of state-owned enterprises itself is irrational. It is 
impossible to do so, because we financially cannot afford 
to do so. Therefore, various cities where experiments are 
being carried out must carefully examine the organiza- 
tional structure of the industry, the production lines and 
the enterprises while keeping in mind their strategy in the 
development of the regional economy. They must devise 
new points of growth for the development of their own 
economy and comparative advantage. They must pay 
attention to promoting their regional economy as if it were 
the national economy or even the global economy, and 
carefully examine the role of each state-owned enterprise 
in the entire regional economy in the course of optimizing 
the allocation of the state-owned assets in stock. Precious 
capital increase must be regarded as a catalytic agent. That 
is, a small amount of capital increase in the course of 
allocating state assets may generate new productivity. 
Therefore, we must regard our efforts to upgrade enter- 
prises as the central task, rely on the cities, adopt specific 
measures to suit the conditions of a specific plant in 
quickening our pace in making structural readjustments. 
Enterprises with favorable conditions must form national 
teams or regional teams through amalgamation and group 
operation. Enterprises with poor conditions must readjust 
their stock assets and change their asset and liability 
structure by shutting themselves down, suspending their 
operation, merging with others or changing their line of 
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production or by leasing themselves to others on a contrac- 
tual basis or selling themselves out. In short, in the course 
of making readjustments, we must not only pay attention 
to helping individual enterprises, but also attach impor- 
tance to developing the regional economy. We should not 
see the trees only without seeing the forest. We should not 
pay attention to immediate interests without taking the 
long-term interests into consideration. Bankruptcy is a 
drastic form of readjusting the stock assets. Various cities 
where experiments are being conducted must attach 
importance to handling bankruptcy cases so as to use 
bankruptcy to readjust the stock assets. That is to make the 
best use of the capital. 


Il. To form a bankruptcy mechanism is of great 
significance. 


Right now, two things are of actual significance in 
changing the management mechanism and establishing the 
system. The first one is to develop a new enterprise 
financial and accounting system so as to make the financial 
situation of the enterprise readily apparent and interface 
with the world market. The second one is to establish a 
bankruptcy mechanism to help those hopeless enterprises 
declare bankruptcy, prevent further losses of their assets, 
re-distribute the remnant assets and give the enterprise a 
new lease of life. 


As far as an enterprise is concerned, bankruptcy is a radical 
form in adjusting its organizational structure (equivalent 
to taking its name off the official list); an ultra-possibility 
for an enterprise to assume its own profits and losses and 
their own risks; a sublime phenomenon of market compe- 
tition and a mechanism of the survival of the fittest. That 
means to say that all tle people involved, either owners, 
managers or creditors, should assume the consequences of 
whatever they have done. Even workers of those enter- 
prises under poor management will also suffer. The mech- 
anism of restraint thus formed is a down-to-earth one. 


As far as creditors are concerned, the establishment of a 
bankruptcy mechanism provides them with a special pro- 
tection. It is a policy to prevent the creditors’ interests and 
rights from further losses when the debtors’ financial 
situation gets worse. The losses of the owners and creditors 
are not caused by the normal bankruptcy procedure itself. 
On the contrary, it is precisely when the losses of the assets 
are irretrievable and the enterprise has reached the stage of 
insolvency that it seeks to declare bankruptcy to prevent its 
creditors from suffering even greater losses. At that time, 
bankruptcy seems to be the only realistic choice for the 
creditors. Owners of the enterprise which declares bank- 
ruptcy will get nothing from their investment. This is the 
consequence that they have to face for their poor enter- 
prise management. This will force all owners to make their 
policy decisions more prudently and choose their man- 
agers more carefull’. 


Workers of the enterprise which declares bankruptcy are 
innocent. However, under the system of market economy, 
the reassignment of the manpower is inevitable after an 
enterprise declares bankruptcy. The bankrupt enterprise 
has no conditions to continue its operation, and the social 
economy has no need for any enterprise which declares 
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bankruptcy. In a certain way, the use of the social security 
system to reassign the workers of a bankrupt enterprise to 
places where they can play their role well is something 
good. However, this process itself is a painful one. The 
bankruptcy mechanism will increase workers’ sense of 
anxiety and makes them worry more about the rise and fall 
of the enterprise. 


To form the bankruptcy mechanism is a necessary condi- 
tion for developing a modern enterprise system. A modern 
enterprise must get rid of the special protection given it by 
the government and operate in the market on its own. The 
government no longer assumes unlimited joint responsi- 
bility for the state assets in any enterprise. Under the 
system of market economy, the government must use the 
mechanism of competition to continuously eliminate these 
weak links in the production and management chains, and 
channel all these rare and precious natural resources to 
places where they will be put to their best use. It must use 
the enterprise bankruptcy mechanism to firmly restrain 
the market behaviors in various markets and facilitate the 
continuous flow and relocation of stock assets. 


Se ara 0 Sees Cate & Ge geenees of 
replacing the old structure with a new one. 


With the deepening of the reform program, some favorable 
conditions now prevail in administering bankruptcy. (1) 
The state has enacted the Enterprise Bankruptcy Law. 
Although it needs to be further improved in the course of 
administering it, at least we have such a law to follow. (2) 
A number of typical cases have been handled such the 
major bankruptcy case of the state-owned Chongqing 
General Knitwear Mill. (3) The relevant department of the 
state has made arrangements to set aside reserve funds for 
bad debts to write off uncollectible accounts and laid a 
material foundation for enterprises to go bankrupt. (4) The 
“Yin Chuan No. 34 Document” (in 1994) has clarified 
some issues not specifically spelled out in the Enterprise 
Bankruptcy Law on how to help reassign workers and solve 
the problem on how to raise funds for the placement of 
laid-off workers. (5) The leading comrades of the State 
Council have actively carried out publicity work on enter- 
prise bankruptcy. Their work has aroused full attention 
from various sectors concerned. 


How can we appraise the current situation on bankruptcy? 
Some people say that there is a “bankruptcy craze,” while 
others say that “it is difficult to go bankrupt.” Even more 
people realize that right now we urgently need to establish 
a bankruptcy mechanism in order to help enterprises 
change the way they operate and set up a new system. 
However, as viewed from the angle of bankruptcy admin- 
istration, it is still difficult to go bankrupt. It is hard 
because during the period when the old system is being 
replaced by the new, measures of the old system cannot be 
used, while those of the new system are not useful. Enter- 
prises in Western countries are accustomed to bankruptcy. 
They are faced with crises at all times. Nevertheless we 
have our own actual conditions right now. For example, 
where is our motive power to declare bankruptcy? Who is 
willing to take the initiative to apply for bankruptcy? 
Managers are often reluctant to apply for bankruptcy for 
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fear that they may be held responsible for their poor 
management. Between finding out who is to blame for 
extending the loans and assuming debts, creditors often 
worry more about the former. They are reluctant to 
demand that enterprises declare bankrupt. The govern- 
ment is also worried about enterprises declaring bank- 
ruptcy. It fears that it may have to bear the financial 
burden for several years. Furthermore government policies 
and laws are imperfect. There are no rules or stipulations 
for the enactment of the “Enterprise Bankruptcy Law.” 
For example, how does the government which was formed 
under the original system deal with loans given to enter- 
prises and how do the enterprises themselves guarantee 
their loan repayments. How can bankrupt estates be 
defined. In what way can the real estates of a bankrupt 
enterprise be handled. All this has not been specifically 
defined. The social security system and the system to 
guarantee the well-being of the workers of a bankrupt 
enterprise have not been established. The labor market 
remains immature. Programs for retraining and placing 
workers of a bankrupt enterprise are not well developed. 
There are not many go-between organizations in society. It 
is still hard to liquidate bankrupt’s estates and turn them 
into cash. In addition, people in society cannot swallow the 
concept of bankruptcy. In order to carry out the work of 
handling bankruptcy cases well in cities where such work is 
being promoted on an experimental basis, the State Eco- 
nomic and Trade Commission recently coordinated with 
nine departments to draft provisions to enforce the enter- 
prise bankruptcy law so that this law can be enforced more 
easily. Participants at the prevent forum had extensively 
discussed the provisions and offered many valuable sug- 
gestions. Although they view issues from different angles, 
they have one common understanding. That is, for those 
enterprises which have neither the ability or the value to 
survive must declare bankruptcy as soon as possible in 
order to avoid the further losses of the state assets. For this, 
it is extremely necessary to clarify some relevant policies. 
This is our starting point to study and revise the provisions 
to facilitate the enactment of the law. 


om rp A & alma 


In a certain sense, bankruptcy is a judicial act to unequiv- 
ocally protect the creditors through a strict and regular 
judicial procedure. A creditor's legitimate rights and inter- 
ests is the basic principle in administering bankruptcy. 
However, under the abnormal situation with the new 
system replacing the old, the issue of bankruptcy, particu- 
larly the bankruptcy of state-owned enterprises seems to be 
more difficult and complicated in face of the series of 
current and past problems. It is reported that the National 
People’s Congress is recently working on a project to revise 
the “Enterprise Bankruptcy law.” It plans to clarify some 
issues, and make this law tally with the international 
practice, while conforming with China’s actual conditions. 
For example, the question of whether or not priority 
should be given to setting aside a special fund for the 
re-settlement of workers is a controversial issue. On this 
issue, I think: (1) When workers entered the original 
factory, they had not been given a two-way choice. When 
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the factory declares bankruptcy, it is not the workers’ fault. 
(2) The fixed assets of state-owned enterprises are under- 
depreciated, while no insurance funds of any types for the 
workers are reserved. Then, where are the insurance funds 
for the workers? In a certain way, workers’ insurance funds 
have been converted into state assets through various 
channels and re-invested into the enterprise. Some people 
think that a part of workers’ insurance funds are included 
in the assets of the state-owned enterprises. I believe that 
there is some sense in what they say. (3) Workers’ wages 
are also at variance with reality. In addition to the rela- 
tively low wage with which workers maintain simple 
reproduction, workers also enjoy other benefits such as 
housing, children’s childcare and schooling and hospital- 
ization. These benefits are also a part of the workers’ 
wages. In the past, state-owned enterprises are run by the 
government. The state decided what to manufacture and 
the price of the products. Now that the enterprises have 
reached such a stage, it seems to be unfair to pin all 
responsibilities on those who run these enterprises. In this 
connection, we cannot compare China with other modern 
countries where market economy is being practiced. It will 
be impractical and hard to push forward our work on 
bankruptcy if we do not take the aforementioned problems 
into consideration and only seek to mechanically copy 
what the other countries are practicing on bankruptcy. 
Nearly seven years have passed since the “Enterprise 
Bankruptcy Law” was promulgated in 1986 and went into 
effect on a trial basis in November 1988. During that 
period, a total of 948 bankruptcy cases were handled 
averaging over 100 cases per year, of which not more than 
five medium-sized and large enterprises declared bank- 
ruptcy. It is reported that the rate of bankruptcy for 
enterprises in the United States is !.1 percent, while 
China’s rate is only 0.9 per 10,000. Our problem in 
carrying out reform is the lack of a market mechanism and 
a social security system. However, we will never be able to 
establish a bankruptcy mechanism if we have to wait until 
the bankruptcy mechanism is developed to handle bank- 
ruptcy cases, because such mechanism is an important 
component part of the market system. Without a bank- 
ruptcy mechanism, it is impossible to form a complete and 
sound market mechanism. 


In order to establish a sound bankruptcy mechanism, we 
must work out some provisions for the implementation of 
the bankruptcy law in light of the actual conditions at 
present. For example, we must work out reliable and 
feasible provisions on how to apply for bankruptcy, com- 
pile the bankrupt’s assets, use such assets as a collateral, 
carry out relief and re-settlement work for laid-off workers 
and sell the bankrupt’s estate. All these are necessary 
requirements for administering bankruptcy. Meanwhile, 
we must realize that in the course of administering bank- 
ruptcy, creditors must make certain concessions. It is a 
realistic choice to extricate themselves from the predica- 
ment of losing everything and reduce their losses to a 
minimum. They may choose not to declare bankruptcy 
and continue to lose their assets; or make certain conces- 
sions and declare bankruptcy. As an assets manager, one 
must weigh the advantages and disadvantages and make 
the best choice. Meanwhile we must set a time limit for the 
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provisions. For example, the provisions are only valid 
during the period when the old system is being replaced by 
the new. After this period, the provisions will become 
invalid. We must also set a scope of application. For 
example, the provisions should only be applicable to 
state-owned enterprises. During the initial stage, we may 
also set a geographical limit. For example, the provisions 
are only valid in several cities where experiments are being 
carried out. In short, it is necessary to standardize the 
bankruptcy procedure. We must carry out this procedure 
not only normally but also realistically and feasibly. 


V. Our attitude must be firm and our steps safe and 
reliable. 


Various cities where experiments are being carried out 
must actively handle bankruptcy cases, because the needs, 
prerequisites and requirements to do this are already 
available. There are needs, because we want to stop further 
losses of state-owned assets, form a bankruptcy restraint 
mechanism and make the best use of the stock assets as 
soon as possible. There are prerequisites, because we have 
the support of the State Council and the local leading 
comrades. The state financial department and the bank 
have set aside reserve funds to write off bad debts and have 
issued the Yin Chuan No. 34 Document and lay a material 
foundation for helping laid-off workers find jobs. There 
are requirements, because both the government and the 
enterprises have realized the urgency in readjusting the 
organizational structure of the enterprises. They under- 
stand that only by popularizing the concept on bankruptcy 
can we do a still better job in establishing a modern 
enterprise system. 


It is for this reason that various cities where experiments 
are being carried out must be determined to handle bank- 
ruptcy cases well. Each of them must try to help at least one 
or two enterprises declare bankruptcy during the third or 
the fourth quarter, gain experience in the course of practice 
and further study relevant laws and regulations. Bank- 
ruptcy is a major event for the enterprise and the personnel 
concerned. We must not act rashly. In the course of 
handling bankruptcy cases, we must carry out our work 
meticulously. We must handle easy ones first and compli- 
cated ones later. We must prepare a preliminary hearing on 
bankruptcy, carry out our publicity work well and help the 
people concerned to become mentally prepared. Mean- 
while we must not mix our efforts in handling bankruptcy 
cases with those to find out who is to be blamed for the 
business failure so as to avoid making things more com- 
plicated. It is necessary to help establish the social security 
system in the course of popularizing the concept of bank- 
ruptcy. We must consult with all the parties concerned, 
particularly the major creditors, and help all those with the 
necessary conditions to declare bankruptcy. 


Enterprise bankruptcy is a judicial procedure. In the 
ordinary course of events, there is not much for the 
government to do. However, under the present situation, 
bankruptcy cases cannot be well handled without the 
participation of the government. Various localities must 
coordinate with all departments concerned to handle bank- 
ruptcy cases according to the principle laid down by the 
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“Enterprise Bankruptcy Law” and under the major prereq- 
uisite of stopping the losses of state assets and maintaining 
social stability. In addition, it is essential to standardize 
the procedure for the transaction of property rights in the 
course of handling bankruptcy cases. In light of the 
problem concerning China’s losses of state assets during 
the transaction of property rights, the General Office of the 
State Council had recently issued the No. 12 Document, 
instructing the State Trade Bureau to coordinate with the 
State Economic and Trade Commission to draft a docu- 
ment to standardize the procedure for the transaction of 
property rights. There are two completely different views 
on the question as to whether or not a bankrupt enterprise 
may “split first before declaring bankruptcy.” That is, 
whether or not a bankrupt enterprise should be allowed to 
pick up the good apples in the course of throwing away bad 
apples. There is no need to argue among ourselves about 
this issue. It is more important to present the typical cases, 
compare the bankruptcy plans and figures, ask the credi- 
tors and debtors to negotiate with each other before they 
reach a conclusion. In short, the basic conditions for the 
administration of bankruptcy are already available. Var- 
ious localities should no longer wait. They must make full 
use of the opportune moment at present to actively, safely 
and reliably handle the bankruptcy cases. 


VI. We must energetically explore know the 
policy well and guard against seantive othets. , 


When an enterprise does a good job in going through the 
bankruptcy procedure, it protects the creditors and helps 
the debtors extricate themselves from their predicament, 
and provides the workers with an opportunity to change 
their jobs and demonstrate their skills. Therefore, some 
people say that the “Bankruptcy Law” is a “law which 
brings prosperity.” In a certain way, bankruptcy means a 
lease of new life. However, it will create negative effects, if 
bankruptcy cases are not well handled. Many people had 
spoken at this forum on important subjects. Bankruptcy 
touches upon a wide range of subjects and it is an impor- 
tant and complicated policy issue. Therefore, we must go 
through the entire procedure of bankruptcy under the 
supervision of the judicial organ, while the government 
must impartially coordinate with all the relevant depart- 
ments instead of directly interfering with the judicial 
procedure. Otherwise, it will create an after-effect which it 
would be hard to deal with for many years. Right now, 
there are indeed some enterprises that are eager to wipe 
away their debts and try one thousand and one ways to 
dodge creditors. They seek to transfer their funds and 
ignore debts. It is indeed a problem that merits our full 
attention in handling bankruptcy cases. We must help 
enterprises strengthen their sense on their liabilities and 
the creditors’ rights. We must not distort the concept of 
bankruptcy and create the idea that there is no need to pay 
back debts. We must use typical bankrupt enterprises as 
examples to help workers enhance their sense of risk and 
handle the relations well between workers and creditors. 
We cannot set excessively high standards in relocating 
laid-off workers and should not create a mechanism under 
which workers of a bankrupt enterprise may lead a better 
life than those of an ordinary enterprise, because this 
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practice runs counter to our original intention in pro- 
moting the concept of bankruptcy. 


In short, when this forum ends, everybody must go back, 
accumulate experience in the course of practice and put 
forward more constructive proposals. In working out the 
“several proposals,” we must solicit views from all sectors 
and coordinate with the department concerned of the State 
Council in revising the proposals. We must report our 
findings to the State Council for examination and 
approval. After that, these proposals should be carried out 
on a trial basis in 18 cities. They will be put into effect 
throughout the nation after revision. 


In carrying out experiments in handling bankruptcy cases 
in 18 cities, the aforementioned nine departments will 
enter the stage of studying and discussing other special 
topics. “Bankruptcy” is one special topic, followed by 
other special topics such as the reappraisal of fixed assets 
and the circulating funds and the replenishment of oper- 
ating funds. In short, the experiments carried out in 
various selected cities are not aimed at enjoying favored 
treatments, but gaining experience by using market eco- 
nomic measures, conducting investigations and studies on 
special topics to work out a standard procedure. We must 
first carry out experiments in 18 cities, continue to 
improve and revise our ways in doing things, and then put 
them into effect throughout the nation on a trial basis. 


Researcher Views Characteristics of Inflation 


94CE0782C Beijing JINGJI CANKAO BAO in Chinese 
6 Sep 94 p 4 


[Article by Liang Hua (2733 5478), affiliated with the State 
Planning Commission’s Economics Studies Center: “A 
Brief Analysis of the New Characteristics of China’s Cur- 
rent Inflation”) 


[FBIS Translated Text] China is focusing its 1994 macro- 
economic regulation and control policy on curbing infla- 
tion. All macroeconomic indexes show that our national 
economic operations for the first half of 1994 were within 
the limits of macroeconomic regulation and control 
expected value. Our price trend reached a turning point, 
with our retail price comparative index falling monthly 
since March to reach 18.9 percent for May, down 1.7 
points from February; our capital goods price rises fell 
sharply every month, with our commodity sales price 
index for the first 5 months at only 3.7 percent, including 
-2.6 percent for May. Meanwhile, our industrial output 
maintained a quite high growth rate, with our national 
GVIO [Gross Value Industrial Output] for the first six 
months up 18.8 percent, including increases of 20.1 per- 
cent for light industry, and 17.6 percent for heavy industry. 
Our exports grew faster than our imports, with our foreign 
exchange reserves rising quite fast; our bank deposits were 
up sharply, with more currency withdrawn from circula- 
tion than in former years. 


We hold that in our new economic-growth pattern, the 
current round of inflation has new development features. 
The major causes of the current inflation growth are the 
structural price-adjustment factor and market influences. 
1. The government took the initiative to adjust [raise] 
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prices. Our higher price increases in 1993 were concen- 
trated mostly in food and service prices, which was related 
to our deregulation of grain, edible oil, and service prices 
in 1993. Of our 1993 national retail price rises, this 
price-adjustment factor accounted for three-quarters [75 
percent], while spontaneous price rises accounted for only 
3 to 4 percent. In the first half of 1994, we again took a 
series of steps to raise the prices of basic products, such as 
grain and edible oil, oil, rail freight, power, and coal, which 
also had a key impact on price rises. But as the tail factor 
gradually dissolves, such structural price rises will fall back 
steadily. 2. Our clearly growing price rises since the fourth 
quarter of 1993 are directly related to grain price turbu- 
lence at the end of 1993. This abnomal grain price turbu- 
lence touched off a chain reaction of price rises for related 
commodities, such as meat, poultry, eggs, and produce. 
Analysis by a concerned figure at the Ministry of Agricul- 
ture shows that this sudden turbulence in grain prices, in 
addition to (husked) rice sales exceeding output in some 
southern zones, was touched off mainly by abnormal 
causes, such as the desired results not having been 
achieved in grain sales marketization reform, and prompt 
and effective market management not having been exer- 
cized over deregulated-price commodities. As steps have 
been taken to repair our market order, such price-rise 
factors have been effectively curbed. In 1994, due to 
factors, such as price adjustments and policy support for 
agriculture, our areas sown to grain and cotton are both up 
from 1993, with our staple farm product output expected 
to grow further on the heels of 1993’s bumper harvest. At 
least since 1994’s summer grain purchasing, grain prices 
have been falling, with the projection that rural market 
trade prices will likely be lower than state purchasing 
prices. 


Our ultimate antiinflationary aim is to preserve social and 
economic stability. As the current round of inflation was 
caused largely by government price-adjustment initiative, 
with the change of subsidies from covert to overt touching 
off structural price rises, it has had a limited impact on 
living standards. The impact of the current round of 
inflation on the individual mindset and social stability 
differs sharply from previous situations. Our recent infla- 
tion rate topping 20 percent still did not touch off panic in 
our individual consumer mindset, with retail markets 
steady but soft instead, and the first five months bringing 
a real growth of retail consumer goods sales of only 4.5 
percent, while individual savings and treasury bond pur- 
chases experienced a sustained sharp rise. This also reflects 
from another aspect our new inflationary features under 
our new economic-growth style. 


We hold that by the end of the first half of 1994, our 
short-term macroeconomic policy had achieved great suc- 
cess in its mission of curbing inflationary expansion. The 
future direct factors causing price rises will be whether 
price adjustments are appropriate, whether our market 
management of prices is effective, and whether our farm 
product supplies are ensured. As for the deeper structural 
and cost-push factors that cause inflation, our antiinfla- 
tionary measures must be linked to a long-range growth 
policy and reform advances. Particularly in the 1990s, 
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when nonstate industrial enterprises make up more than 
one-half, with our macroeconomic regulation and control 
base and targets sharply different than in the 1980s, our 
macroeconomic regulation and control limits should be 
the whole society, not simply state enterprises. As our form 
of conversion of savings to investment grows ever more 
complex, we need to deal correctly with the relations 
among our economy growing more monetary-, property-, 
and finance-oriented, promoting the sound growth of 
money markets and the marketization of our financing 
form, so that our macrofinancial regulation and control 
finally becomes money-market grounded. 


We hold that while our current inflation remains too high 
(particularly when measured by comparative indexes), our 
macroeconomic regulation and control needs to be leading 
and farsighted, with the crux being whether prices are 
rising or falling, and whether link-relative prices are high 
or low. Our link-relative index of retail prices for March 
through June 1994 was respectively 0.5 percent, 1.3 per- 
cent, 0.7 percent, and about | percent, all low. But since 
the lagging impact of price adjustments has still not been 
eliminated in 1994, particularly with upstream product 
price reform in May having impact on final consumer 
goods in the last half while, after financial reform, we are 
not certain what changes our new monetary operating 
forces will touch off in our currency multiplier effect and 
currency circulation rate, we still need to maintain a policy 
of appropriate control of our total finances. 


Article Analyzes Inflation, Related Problems 


94CE0776A Beijing GONGREN RIBAO in Chinese 
7 Sep 94 p 3 


[Article by Zhong Pengrong (6988 2590 2837) and Chen 
Jianwei (7115 1696 1218): “Analysis of Several Inflation 
Problems”} 


[FBIS Translated Text] In recent years, China’s economic 
life has always been plagued by inflation. In order to curb 
inflation, the government has adopted a series of measures 
and attained some results. However, problems have not 
been basically solved. This has made people feel puzzled 
on many issues. Does inflation play an positive or negative 
role in promoting economic growth? 'n China, what are 
the reasons to create inflation. What is the main reason for 
this? How can we extricate ourselves from inflation? 
People show grave concerns over these questions. All these 
questions will be discussed in this article. 


4 can we deal with inflation in our real economic 
e. 


In reality there are two totally different points of view on 
inflation. Some people believe that inflation is conducive 
to economic growth, while others say that inflation under- 
mines the economy. 


We believe that in determining whether inflation is either 
beneficial or harmful, we must pay attention to the fol- 
lowing questions: (1) Are funds raised by inflation are used 
in economic construction? (2) Is the rate of inflation so 
high that it goes beyond the endurance of the people? 
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Inflation and price hike will lead to the devaluation of the 
currency. The devaluation of the currency is also called 
money tax. That means the tax to be collected from people 
who have money. The targets of taxation are their deposits 
and cash. The tax rate is the rate of inflation. For example, 
the total amount of bank deposits in various forms was 
2,323.03 billion yuan and the total amount of money in 
circulation was 586.47 billion yuan in 1993. Their grand 
total was 2,909.5 billion yuan. The general retail price 
index in China rose 13.2 percent in 1993, and the currency 
in the whole society was devaluated by 13.2 percent. In 
other words, those who have money (including deposits) 
paid a hidden tax of 383.988 billion yuan. 


It is important to know in what way this hidden tax of 
383.988 billion yuan is used. If this amount is used for 
economic construction. particularly for the development 
of infrastructure (beca’:« infrastructure is a bottleneck of 
China’s economy), then inflation and the hidden tax thus 
collected are beneficial to economic growth. The huge 
amount of money is scattered among tens of thousands of 
families. Some families plan to use the money as a produc- 
tion fund, while others spend it on consumer goods. A 
considerably large amount of the money may be used to 
buy luxury consumer goods. Inflation and currency deval- 
uation reduce every 100 yuan they have to 86.8 yuan (rate 
of currency depreciation at 13.2 percent)—a loss of 13.2 
yuan. The portion spent on consumer goods, particularly 
the portion used for the purchase of luxury goods, is duly 
reduced. This portion of money will be converted into 
production and construction fund and turned into funds 
for doing railway maintenance work and developing 
energy resources. 


On the contrary, if the amount is used for expanding 
government offices, buying collective consumer goods 
(such as cars), subsidizing state-owned enterprises and 
other nonproductive purposes instead of being used in 
economic construction, then inflation is harmful to eco- 
nomic growth, because a considerably large portion of 
deposits and cash of residents and enterprises taxed by 
inflation are production and construction funds. Due to 
inflation and currency depreciation, a portion of the 
production and construction fund is taken away in the 
form of hidden tax and used for consumption. In this way, 
the result of the inflation is that a part of the production 
and construction fund has become consumer fund which 
cannot generate any new productive force. It is bad for 
social wealth. 


The actual current situation in China indicates that a 
portion of the hidden tax collected in the form of inflation 
and currency devaluation is used for economic construc- 
tion, while another portion used as nonproductive 
expenses, of which a large percentage is used to make up 
the losses of the state-owned enterprises. This kind of 
subsidy is not made by state finance. It is made in the form 
of bank loans. That means, the banks are increasing the 
amount of their loans to the long-term loss-making enter- 
prises. Most of the loans are bad debts. Right now, we have 
no way to accurately calculate how much of the money tax 
is used as production and construction fund and how 
much of it is used as nonproductive expenditure. 
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Another major criterion to determine whether inflation is 
beneficial or harmful is to see if the rate of inflation is 
appropriate or not. Inflation will not hurt the large number 
of residents deeply if the inflation rate does not drive the 
great majority of people beyond their endurance either 
psychologically or economically and they are able to accept 
this kind of inflation rate. Nor would they take any 
particular measure to deal with inflation. This kind of 
inflation has not yielded any pernicious social results. 


If inflation goes beyond the endurance of the large number 
of residents and throw them into a psychological panic, it 
will cause many harmful effects. Firstly a large number of 
residents will be unable to keep up with the high cost of 
living. This situation will stir up a social unrest. Secondly 
people will lose their confidence in the currency due to 
high rate of inflation. They are unwilling to put money in 
the bank as savings or keep cash on hand. They often buy 
gold or silver jewelry, houses or foreign currency in order 
to guarantee the value of their money. This causes a 
tremendous waste of social wealth. For example, some 
well-off families buy two or three houses to preserve the 
value of their money. This has causes a great deal of waste 
and left many houses unoccupied. Again, many residents 
buy gold and silver jewelry to preserve the value of their 
money. As a result, a great deal of precious metal are not 
being used for production and construction. Furthermore, 
many residents keep foreign currency in order to preserve 
the value of their money, while the state funds in foreign 
exchange are laying idle. It is reported that in Guangdong 
Province alone, the amount of Hong Kong dollars in the 
hands of the residents exceeds HK$10 billion. 


At what rate do we consider the inflation rate as appro- 
priate? This is a variable. The higher the people’s income, 
the more they can endure inflation. According to the 
current situation in China, most of the people are able to 
endure inflation if China can control its inflation rate 
under 10 percent. The state should adequately subsidize 
the small number of low-income and disadvantaged resi- 
dents. For this, the state may use a part of its revenue from 
inflation to set up an inflation relief fund to help the small 
number of low-income residents who are struggling to eke 
out a living under the pressure of runaway inflation. 


Inflation caused by system and inflation caused by 
policy. 


Inflation caused by system means that when the current 
system is operating, it will create inflation on its own. The 
current system that brings about inflation is, first of all, the 
financial system. The main features of China’s existing 
financial system are as follows: The state owns and oper- 
ates the banks. It assumes the full responsibility for their 
profits and losses. Under this system, loans are not con- 
sidered as a business activity. They are similar to gifts. 
This situation is manifested in two aspects: 1) After 
borrowers obtain the loans, it is unnecessary for them to 
return them when payments are due. They may not need to 
pay back their loans at all. 2) The loan interest rate is lower 
than the inflation rate and the market equilibrium interest 
rate. The annual interest rate for bank loans is about 10 
percent, but the inflation rate in large cities exceeds 20 
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percent. In some localities, the interest rate for short-term 
loans between one enterprise and another may reach as 
high as 35 percent. It is for these two reasons that everyone 
in the country wants to borrow money. Loans have become 
a scarce and precious financial source. The great majority 
of people who visit the provincial capital or the state 
capital on official business trips try to secure loans. The 
strong pressure from all parts of the country to procure 
loans has repeatedly raised the state-approved loan ceil- 
ings. All this will inevitably bring about inflation. 


Another important system that has a relatively direct 
connection with inflation is the investment system. 
China’s investment system has the following three charac- 
teristics: 


1. Investments are mainly determined by government offi- 
cials. In a county, projects are mainly decided by the 
magistrate and county party committee secretary. 


2. The main financial source for investments is bank loan. 


3. The state assumes the risks for investment on a unified 
basis. In order to increase the amount of projects, job 
offers and revenues, all local governments wish to make 
more investments. In addition, there is no risk to increase 
the number of investment projects. Therefore, all local 
governments try one thousand and one ways to turn their 
wishes into actions in developing more investment 
projects. As a result, the governments at the lower level 
submit more projects; the banks offer more loans; and the 
high authorities print more paper money. 


The current enterprise system is also an major source in 
creating inflation. The characteristics of state-owned 
enterprises are: many of them survive, but none of them 
collapses. Many enterprises are deficit-ridden over a pro- 
tracted period of time. Some of them have lost as much as 
100 million yuan each, but they are still operating and 
paying their workers regularly. These debt-ridden enter- 
prises are another reason in creating inflation. The normal 
relation between an enterprise and the market is that the 
former invests its money (including its money in the bank) 
into the market, and acquire the raw material and semi- 
finished products and the consumer goods for the workers 
from the market. After a certain period of time, it turns out 
the products needed by the market. It then puts the 
products on the market and retrieves the money it put on 
the market before. This will not create inflation. If an 
enterprise cannot sell its products, it must declare bank- 
ruptcy, liquidate its assets and uses its assets to retrieve the 
money which it put on the market before. If an enterprise 
can use neither its products nor its assets to retrieve its 
money, the money which it put on the market before will 
remain on the market for a long time, thus affecting the 
commodity price and becoming a source for inflation. 
Many long-term loss-making enterprises in China, which 
refuse to go bankrupt but continue to pay wages to workers 
are precisely this kind of enterprises which only put money 
on the market without knowing how to retrieve it. 


Inflation caused by policy is the inflation touched off by 
the changes of the money policy or measures adopted for 
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policy considerations such as permitting the enterprises to 
raise funds by issuing stocks, etc. 


When the central government implements a relatively 
loose and easy money policy and increases the supply of 
loans, the total amount of money supply in circulation will 
rise and commodity prices will go up. The situation in the 
past several years shows that the central government has 
always paid great attention to stabilizing commodity price. 
In general, it is relatively strict in controlling the money 
supply. The excessive supply of money and the high 
inflation rate are not mainly caused by the central govern- 
ment’s inflationary policy. They are the inevitable out- 
come of the current systems. To permit enterprises to raise 
funds by issuing stocks may also increase the amount of 
currency in circulation. Excessive amount of currency in 
circulation may also bring about inflation. Similar to the 
extension of loans to enterprises by banks, the issuance of 
stocks by the enterprises to raise funds may also increase 
the amount of currency in circulation and the total social 
demand. Some people believe that enterprise issue stocks 
and shares, and residents or units with the status of a legal 
person buy stocks and shares. This part of the money will 
become the funds of the enterprise which issues the stocks. 
If an enterprise issues stocks, its bank deposits are not 
reduced. They are only transferred. Therefore, the issuance 
of stocks by enterprises will not increase the total amount 
of money in circulation. In fact, the issuance of stocks by 
enterprises is not aimed at increasing their deposits. It is 
aimed at purchasing raw material and semi-finished prod- 
ucts and buy commodities as an investment. The amount 
of extra funds which they have obtained by selling stock 
will not lay idle for long. They will soon be used in 
purchasing raw materials and semi-finished products and 
buying commodities as an investment. If the residents 
have not bought stocks, their deposits in the bank may 
possibly become their long-term savings. Thus, a part of 
money which may be put into use for a long time has 
become the fund which can be put to use by the stock- 
issuing enterprise. This has accelerated the speed in money 
circulation, which is equivalent to increasing the total 
amount of currency. 


Generally speaking, China’s inflation is mainly one caused 
by the system, because the current system entails many 
expenses, an account of which needs to be submitted. 
Those expenses include those caused by the overexpansion 
of government organizations, expenses caused by financial 
losses of enterprises, and expenses caused by excessive 
investment projects. Since the introduction of the reform 
program, expenses of this category have rapidly increased. 
Revenue from taxation alone is not enough to meet such 
expenses. It is necessary to offset these expenses by dipping 
into the ordinary people’s money and bank deposits. 
Inflation is actually aimed at raising money to offset the 
aforementioned expenses. As long as the aforementioned 
expenses caused by the current system exist and so long as 
such expenses are to be offset by dipping into the ordinary 
people’s money and bank deposits, it will be impossible to 
eliminate inflation. Adjustments in the money policy can 
only change the range of the inflation to a certain extent. 
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Casting laftation with reform and curbing inflation with 
economic curtailment. 


On the basis of the aforementioned analysis, measures to 
curb inflation can be divided into two major categories. 
One category is to curb inflation with reform measures, 
while the other is to fight inflation with measures of 
economic curtailment. 


China’s inflation is the inevitable result caused by the 
existing system. The fund raised by means of inflation to 
offset the aforementioned expenses is a necessary require- 
ment for the existence of the present system. Therefore, the 
basic way to curb inflation is to quicken our step in 
reforming our present system. A tight money policy can 
only be regarded as a supplementary measure for curbing 
inflation. It cannot cure the illness. It can only relieve the 
pain when the patient is unable to endure it. At the time 
when China is unable to basically change the present 
system, the-excessive use of the tight money policy to fight 
inflation will produce relatively serious side-effects to our 
economic life. 


In order to curb inflation, we must, first of all, reform our 
financial system and solve the problem created by those 
who say that it will be a fool not to procure loans and that 
it is in vain to obtain loans. We must establish a set of 
mechanism. On the one hand, we must ensure that bor- 
rowers must apply for moderate amount of loans only 
instead of an unlimited amount of loans. Only when the 
expected economic return of the investment or business 
deal is higher than the loan interest rate, would borrowers 
dare to accept loans. Otherwise, they would refuse to 
accept even if loans are offered to them. (One of the major 
tasks of a Japanese banker is to make loan offers to 
enterprises.) On the other hand, we must not easily 
approve loan applications. Only when we are sure that 
loanees can pay principle and interest back on due date, 
should we grant the loan. With this set of mechanism, we 
will be able to create a situation whereas tens of thousands 
of people will consciously place the credit scale and thus 
the inflation under control. To create such a situation, we 
must ensure that commercial banks (including the existing 
specialized banks) make their own decisions and assume 
the responsibility for their profits and losses. When the 
commercial banks genuinely assume the responsibility for 
their own profits and losses, extend loans in close connec- 
tion with their immediate interests or even with the fate of 
their bank presidents, would they become serious in 
extending loans and pay attention to other loan proce- 
dures. The excessive demand for loans is also related with 
the low loan interest rate. To solve this problem, we may 
temporarily rely on the measure of appropriately raising 
the interest rate. However, from a long-term point of view, 
we must establish a system to determine the right interest 
rate which should be mainly regulated by the market 
forces. With this kind of system, the interest rates will 
automatically go up, when the demand for loans is too 
strong. On the one hand, enterprises with less earning 
power would automatically réduce their production and 
business scale and abandon those investment projects with 
little economic prospects. As a result, there will be less 
demand for funds in the entire society. On the other hand, 
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the rising interest rate will attract more deposits. Some 
residents will reduce their spending, while putting more 
od in savings. Both of them would help curbing 
inflation. 


To reform the investment system is an important measure 
in fighting inflation. Right now, bank loans are the main 
financial resource in making major investments in China. 
A good measure to reform the investment system is to 
change bank loans to direct financing in developing invest- 
ment projects. If the main financial source in developing a 
project is from residents’ spare money or the accumulated 
funds of the enterprise, the investment scale is mainly 
enlarged by reducing the bonus and the benefit fund of the 
enterprise and cutting back the spending of the residents. 
This only reforms the structure of the total social demands. 
It will not increase the total volume of the social demands. 
No matter how large the investment scale will be, it will 
not bring about inflation. With this kind of investment 
system and a strong mechanism to restrain credit funds 
established by reforming the financial system, people will 
not arbitrarily develop investment projects even if they are 
encouraged to make investment. 


To implement a mechanism in the enterprise to demon- 
strate that it can either survive or go bankrupt and that 
only the fittest can survive is another measure to curb 
inflation. Just like what we mentioned earlier, deficit- 
ridden enterprises are the major root source of inflation. A 
considerably large portion of the funds raised by inflation 
is used as “loans for stability and unity” granted to these 
enterprises to make up their losses. If the mechanism of 
selecting the superior and eliminating the inferior is intro- 
duced and those debt-ridden enterprises which cannot turn 
loss into gain are made to declare bankruptcy, the inflation 
which these enterprises have caused would automatically 
disappear. 

To quicken the pace in reforming and streamlining the 
government structure and cut administrative expenses is 
another important link in reducing the deficits at all levels 
and curb inflation. 


To stress the need to combat inflation through reform does 
not mean to deny the role of the tight money policy in 
curbing inflation. Particularly at a time when inflation is 
relatively serious and the normal economic order is being 
undermined, it is necessary to appropriately tighten the 
money supply or even to control the investment scale and 
the prices of certain commodities. Before a new economic 
system is formed, all these aforementioned policy-related 
measures can be used as principal measures to combat 
inflation. However, they cannot be regarded as institu- 
tional measures of a fundamental nature. 

(Zhong Pengrong: Director of the Beijing Jin Sida Eco- 
nomic Planning Center; Chen Jianwei: President of the 
Hainan Airport Co., Ltd.) 


Causes of Current Inflation Deemed 
Non-Monetary 
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[FBIS Translated Text] Monetarist economic theory 
defines infation as the general increase in prices caused by 
excess money supply. Based on this, the only policy choice 
for curbing inflation is to raise interest rates and tighten 
credit so as to control the quality of money and stabilize 
prices. In contrast, the most basic characteristic of infla- 
tion caused by non-monetary factors is when a price 
increase has nothing to do with the money supply, or when 
a price increase precedes an increase in the money supply. 
Since China implemented economic reform and decon- 
trolled product prices, raising the interest rates, tightening 
credit, and controlling the money supply have consistently 
been the basic policy measures for curbing inflation. But in 
1993, after raising interest rates drastically and tightening 
the money supply, product prices continued to rise. Why? 
The answer can only be that economic reform and devel- 
opment in the last few years have changed the micro 
foundation of macroeconomic control and regulation and 
have produced non-monetary inflationary pressure, so that 
simple tightening of the money supply is rendered ineffec- 
tive. Since the beginning of 1994, wage adjustment of 
public employees, reform of the tax system and the foreign 
exchange system, and the further expansion of the local 
governments’ power have to some extent created new 
pressure that pushed prices up. Experiences of Western 
nations in the 1970’s showed that if inflation is due to 
non-monetary factors, simply continuing the policy of 
tightening the money supply not only will not produce the 
desired result but will actually lead to the serious conse- 
quence of undermining economic growth. Thus, to deal 
with China’s inflation today, we must suit the medicine to 
the disease and find an effective remedy. 


I. Two Fundamental Facts Proving the‘Non-Monetary 
Nature of Inflation 


There are two fundamental facts proving that today’s 
inflation is caused by non-monetary factors: 


1. Since the decontrol of most product prices, the Cen al 
Bank’s net currency input (or retrieval) and the change in 
market prices have moved in opposite directions 
depending on the type of economic region: Nationwide, in 
the economically-developed regions, prices have been 
rising rapidly, but currency issuance has been reduced or 
more currency has been taken out of circulation; con- 
versely, in the economically backward regions, price 
increases have been moderate, but currency issuance has 
increased. Some regions which used to be backward have 
speeded up their economic development as a result of 
policy adjustments, and their currency input has also 
slowed. Basically, inflation began in the economically 
developed coastal regions and spread to the rest of the 
country. 


2. Since the latter part of 1993, the stock price index in the 
capital market and the product price index in the goods 
markets have moved in opposite directions. In a market 
economy, there is a close relationship between the capital 
market and the goods market, and money flows freely 
between the two. So when the quantity of money changes, 
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it should have the same effect on both markets. Only if 
wages, interest rates, land rent, taxes, and the cost of 
resources go up will production enterprises’ profit fall 
while product prices rise, which in turn cause the stock 
price index to change in the opposite direction to the 
product price index. Clearly, there is no natural relation- 
ship between these factors and the quantity of money. 


If non-monetary inflation is not caused by extreme shortage 
of goods, then it is caused mainly by the government’s 
conduct and by income distribution. In comparing the 

and the backward regions, after the government 
implemented the budget contracting system, all the devel- 
oped regions either overtly or covertly adopted some kind of 
tax exemption and reduction policies and policies to stim- 
ulate local investments. This increased local economic 
vitality, and profit went up, attracting a lot of money from 
the outside. The influx of outside capital supplemented the 
lack of local funds, and given the bank’s high rates of 
interest, local bank deposits increased and demand for loans 
decreased. These led to a reduction in cash input. Accom- 
panying the increase in investments and employment, there 
was a large influx of labor force, increasing demands in the 
local markets. When supply cannot increase immediately, 
there can be a short period of growth-oriented inflation; in 
particular, there will be tremendous pressure on the agricul- 
tural and sideline product markets. When the industrial 
structure cannot be adjusted in time, the growth-oriented 
inflation may persist. Things were just the opposite in the 
backward regions. These regions had enjoyed more prefer- 
ences in the state’s financial allocations, and upon imple- 
menting the budget contracting system, there was little room 
for them to reduce or exempt taxes; a few regions even 
raised taxes, including collecting all sorts of administrative 
fees, to meet financial expenses, which added to enterprises’ 
burdens and led to reduced output and outflow of personnel 
and funds. They had to rely on bank credits to sustain 
production, and therefore currency issuance increased in the 
backward regions even though price increases were rela- 
tively moderate. 


On the premise that the market mechanisms are func- 
tioning properly, any income policy that changes society’s 
income distribution inevitably will, due to price rigidity, 
cause a general increase in product prices when the 
economy recovers and adjusts itself spontaneously. 
Income distribution pattern is the share of the national 
income allocated to each social stratum, and in concrete 
form, it is manifested in the prices of various types of 
factors of production. Their long-term trend is determined 
by even more profound socioeconomic factors, and there is 
a permanent, stable proportion and structure in every 
society. Any income policy that aims to change the distri- 
bution pattern inevitably will trigger enterprises’ sponta- 
neous recovery and adjustment process if it does not 
change the underlying determining factors at the same 
time, and given the rigidity of prices, a series of cost shifts 
will lead to a general increase in prices. Higher cost caused 
by higher wages, higher interest rates, land rent, taxes, 
depreciation, and scarcity of resources usually cannot be 
absorbed by enterprises through technological progress 
and scientific management, and the only solution is to shift 
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the cost to the consumers by raising product prices to 
maintain a stable profit share. If this process is blocked, 
whether because market demand resists the higher prices 
or because of the government’s administrative orders, the 
production enterprises’ rational response will be to cut 
production or even stop production, which eventually will 
bring economic growth to a halt. 


II. Causes of Non-monetary Inflation 


The fundamental causes of non-monetary inflation are the 
restructuring of the economic system and the general and 
substantial rise in the people’s income level, which cause a 
fundamental change in the behaviors of the consumers, 
enterprises, banks and financial institutions, and govern- 
ments at all levels and in turn change the micro foundation 
of macroeconomic regulation and control, rendering the 
traditional monetary policies and price policies basically 
ineffective. 


1. Restructuring of the financial budget system and the 
change in government behavior. 


The heart of the restructuring of the financial budget system 
is the delineation of the central and local governments’ 
budgeted revenue and expenditure scopes. After reform, on 
the basis of differentiating national enterprises and local 
enterprises, budgets are contracted to control shortfalls. The 
national enterprises’ profit tax is delivered to the Financial 
Ministry, and local enterprises’ profit tax is deemed local 
revenue. On this basis, a base number is determined for the 
local government’s budgeted revenues and expenditures, and 
based on that number and on the annual increases, a reten- 
tion percentage is negotiated between the central and local 
governments. So long as the allocated percentage is fulfilled, 
the local governments may determine for themselves the 
scope of local revenues and expenditures and specific 
projects they want to undertake. The new system gives the 
local governments relatively independent interests, which 
greatly mobilizes their enthusiasm for increasing income and 
reducing expenditure and for developing the local econo- 
mies. But while we expanded local government authorities, 
we failed to build the corresponding balancing mechanisms 
and unwittingly stimulated their blind pursuit of more and 
more investments, which has become the primary cause of 
repeated uncontrolled rates of increase in investments in 
recent years. Under the old system, the differentiation of 
enterprises would not have affected investments, because 
local governments did not have the corresponding authority. 
But after local governments are given more power, adding 
new enterprises can increase the number of local tax-paying 
units, and increasing investment projects can give impetus to 
enterprises’ expanded investments and expand the local tax 
base. These are ways for the governments to increase local 
financial revenues. Adding the competition and contention 
among the regions, it has further stimulated investment 
expansion, creating the direct cause of price increase. Fur- 
thermore, every time the money supply is tightened, to 
ensure the continued increase in investments, local govern- 
ments always put pressure on banks, forcing them to increase 
credit and print more money, thus resisting any attempt to 
tighten the money supply. 
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2. Reform and development of the monetary credit system. 


Under the old system, banks were government organs, and 
their absolute submission to the government’s administra- 
tive orders guaranteed the implementation of the central 
government’s credit plans and its absolute control of the 
money supply. The one-and-only bank credit system 
excluded all nonbank loans and debts and also reduced the 
number of intermediate links, so that the money supply had 
a more direct impact on prices, which facilitated macro 
regulation and control and helped the monetary policy 
achieve the goal of stabilizing product prices. But after more 
than a decade of reforms and development, today, banking 
has become a relatively independent industry, and the 
monetary credit system has undergone fundamental 
changes. Specialized bank branches and have 
greater autonomy, and when there is a conflict between their 
own interests and the credit plans, they may readjust their 
operations to avoid the restrictions and continue to expand 
credit or even lower their own ability to pay debts to force 
the Central Bank to increase the money supply. Most newly 
established commercial banks, urban and rural credit coop- 
eratives, and other savings institutions can launch credit 
business outside of the credit plan, and the credit plan itself 
makes exceptions for agricultural purchases and foreign 
exchange procurements, opening two big loopholes. All 
these greatly reduce the constraint credit planning puts on 
currency issuance. Outside of the banking system, direct 
fund gathering in markets of all sorts and the development 
of nonbank financial institutions also insert a complicated 
policy-relay process between the money supply and the 
targeted macroeconomic variables. They either dilute and 
offset or intensify and strengthen the impact of the quantity 
of money on the national economy, so that controlling the 
money supply still will not allow us to successfully regulate 
consumption and investment, thus directly undermining 
efforts to curb inflation. 


3. Enterprises’ management autonomy and the modern 
enterprise system: 


Under the old system, enterprises’ every economic activity 
had to obey and rely on the central plans as handed down 
from level to level; they had no power to make decisions 
regarding production, investment, product prices, and vase 
allocation. After years of reform, most enterprises have 
attained at least some management autonomy, and at the 
same time, they are facing some market pressure. With 
greater autonomy and driven by profit motive, enterprises 
are no longer barred from shifting their higher taxes, rent, 
and interests and so on to product prices. If they are also 
implementing the welfare policy or increasing income dis- 
tribution, they can even shift the higher wage cost to the 
price of products. Even though the market has given 
impetus to enterprise development, the changeable market 
also adds to enterprises’ risks. Many state-owned enterprises 
are completely unable to adapt to the market and continue 
to engage in massive ineffective production; they have 
inputs but no output, and their demands continue to 
increase but there is no corresponding increase in effective 
supply, and so overall market equilibrium is upset, but they 
still want to shift the value of their ineffective input and 
waste directly to the prices of marketable goods. Although 





ECONOMIC 29 


the new enterprise system is now written into the official 
documents, it is still far from actually operational, and so 
long as this system is not fully operational, there will be 
absent the mechanisms to adjust the stock of resources, and 
we can only rely on the incremental resources to improve 
our situation, indirectly forcing enterprises to expand 
investment to ease the restrictions imposed by the existing 
stock of resources. All these are direct factors pushing prices 
higher, and of course, there is nothing to keep a handful of 
enterprises from jacking up prices to reap exorbitant profit. 


4. Higher income level of the consumers and changes in the 
ing pattern. 


When income was low, the consumers had few choices in 
how they spent their money. Their income was fixed, and 
more than 98 percent of their income was spent on basic 
everyday needs, and they practically had no savings. 
Currency issuance, meanwhile, was used mainly to pay 
wages, and therefore there was a stable relationship 
between the percentages of increase in currency issuance, 
income, and expenditure and the change in prices. Today, 
the average citizen’s income is several times that a decade 
ago, and the consumers’ behavior has undergone funda- 
mental changes. On the one hand, as income rises, they can 
better tolerate price increases, and this has made it pos- 
sible for enterprises to shift their cost-increase to prices, 
especially the price of basic everyday goods and agricul- 
tural products. On the other hand, people also have more 
choices when it comes to spending. Not only do they have 
a choice of consumer goods, but they also can choose 
between current and future consumption. The choice of 
future consumption means current savings. They can also 
choose between cash or other types of financial assets 
depending on the interest rates. The presence of such 
choices means that enterprises are facing more market 
risks, and the Central Bank’s control of currency issuance 
and bank credit may turn out to stimulate direct fund 
gathering in the markets and in turn create many unstable 
factors affecting the quantity of money, income, consumer 
spending, and the price level, so that the established 
proportional relations have lost their basic stability and 
can no longer guide the functioning of the monetary policy. 


5. 1994's New Inflationary Factors. 


Four major reform measures were introduced simulta- 
neously in early 1994. They included the adjustment of 
public employees’ salary, merging of the exchange rate 
tracks, implementation of the classified tax system, and 
further expansion of local government authority. No doubt 
these reforms are necessary for the construction of a 
socialist market economy, but because of the failure to solve 
some technical problems, their actual implementation has 
more or less created new upward pressure on prices. 


The purpose of the reform of the public employee's wage 
system is to widen the wage gap in hopes of attracting more 
qualified people, so as to improve the overall quality of 
government employees and adhere to the spirit of distribu- 
tion according to work to make government organs work 
more efficiently. But under the existing employment setup, 
wage rigidity prevents any downward wage adjustment, and 
widening the wage gap can only mean paying higher wages, 
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and the inevitable result is that all public employees are 
given raises, and in turn enterprises and departments must 
pay higher wages. This causes wages to go up society-wide 
and stimulates total demand on the one hand, and on the 
other hand, enterprises add the increased wage bill to 
production cost, creating new pressure on raising prices. 


As a result of the merging of the RMB exchange rates and 
the abolition of the original, rather low, official exchange 
price, the prices of some imported raw materials have gone 
up, further giving impetus to the price increase of related 
products. Although currently the Central Bank has stabi- 
lized the market exchange rate at around 8.7:1 US dollar, 
thus lowering the market risk, because enterprises still face 
many restrictions when buying foreign exchange for 
import purpose, black market foreign exchange coupons 
has risen to around 1.25 yuan, which still puts pressure on 
the prices of imported goods. 


Banks raised their deposit rates in May and July of last year, 
forcing the loan rates to go up by the corresponding amount. 
It is estimated that currently, the market rate is above 20 
percent. Higher interest rates can play a role in retrieving 
cash, shrinking credit, and curbing investments in the short- 
run, but a high rate of interest in the long-run (more than six 
months) will cause production investments to plummet, 
leading to economic recession. Given China’s current condi- 
tions, since the capital market is still not well developed and 
70 percent of enterprises are operating with a high debt 
ratio—some with more than 90 percent debts, chronic high 
rate of interest no doubt will put unbearable burden on the 
production enterprises, forcing them to shift the higher cost 
[to the consumers], which is also a factor contributing to 
inflation. 


The tax system was restructured early this year. The plan is 
to replace the current budget contract system with a classi- 
fied tax system as a way to guarantee the state’s financial 
strength and increase the Financial Ministry’s regulation 
and control ability. But because the method of differenti- 
ating national enterprises and local enterprises is being kept 
and the classified tax system has been interpreted simply as 
delineating different types of taxes as central and local taxes, 
in actual practice, we must continue to rely on the original 
method of contracting the budget shortfalls. As a result, 
although tax collection and administration have been 
improved, we have not really addressed the core problems 
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of the tax system, and the scheme of differentiating enter- 
prises and contracting budgets continue to stimulate the 
local governments’ reckless investments. Some provincial 
and municipal governments even transfer and allocate 
enterprise goods and materials directly in order to get their 
projects started, resulting in huge enterprise defaults and 
adding to enterprises’ invisible tax. Looking back at the 
history of more than a decade of restructuring of the tax 
system in China, it is fair to say that every successful reform 
has inevitably involved the reduction of taxes and yielding 
of profit. Only the reform early this year was premised upon 
keeping the total tax revenue unchanged. The result is that 
in the first quarter of this year, the rate of industrial growth 
fell sharply compared to last year’s during the same period 
while government tax revenues increased 21.4 percent 
(JINGJI RIBAO 19 Apr 1994) The only explanation is that 
enterprises’ actual tax payment has increased. The produc- 
tion enterprises shift the higher taxes to their product prices, 
and this must be the reason for the more-than-usual increase 
in product prices in the first quarter. 


The increased power of local governments is demonstrated 
by the greater degree of freedom in checking and 
approving local construction projects, checking and 
approving local financial institutions, and in expanding 
direct local fund gathering channels and so on. These 
reforms can greatly increase the local governments’ enthu- 
siasm and accelerate the development of the socialist 
market system in China. But because there is no corre- 
sponding budget-constraining mechanism, there are many 
defects. In order to increase income tax revenues generated 
by local enterprises, local governments may lower their 
standards for approval and over-stimulate investment, and 
there is nothing to stop them. When all local governments 
take this approach, it makes the central government’s 
macroeconomic regulation and control tasks even more 
difficult, undermining its efforts to curb inflation. 


Ill. R on the -Meney Policy To Cure 
New Miecay Inhetion Can Undermine Economic Growth 
Western nations pursuing monetarist policies learned a 
profound lesson in the 1970's: If there is systemic (supply- 
side) factors contributing to inflation, simply controlling 
the quantity of money will only undermine economic 
growth. We will come to the same conclusion if we analyze 
China’s economic statistics: 





Table 1. Rates of Increase in Prices, Money Supply, and Economic Growth (unit: percent) 




















Year 1985 1986 1987 1988 1989 1990 1991 1992 1993 Average 
MO 24.71 23.34 19.38 46.72 9.84 12.81 20.20 36.45 35.3 

MI 5.84 28.05 16.22 22.48 6.31 20.17 23.15 35.73 21.6 19.95 
M2 17.03 29.27 24.22 22.38 18.32 27.99 26.52 31.28 24.0 24.56 
P 8.8 6.0 7.3 18.5 17.8 2.1 2.9 5.4 13.0 

Y 12.8 8.1 10.9 11.0 4.0 5.2 7.7 12.8 13.4 



































MO = cash issuance; P = retail price index; Y = gross national product 


M1 = MO + enterprises’ demand deposits + rural collectives’ demand deposits + institutional deposits 


M2 = MI ¢ enterprises’ time deposits + deposits 


ises themselves raised for basic construction + personal savings + other savings 


enterprises 
Note: The relevant data are supplied by People’s Bank's 1993 Annual Report and ZHONGGUO XINXI BAO 28 Feb 1994. 
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The table shows the relevant data for the period 1985- 
1993. The largest increases in issuances were 49.5 
percent (1984), 46.72 percent (1988), and 36.45 percent 
(1992). The rate of increase [in MO] in 1993 was 35.3 
percent, which was smaller than in 1992, and the increases 
in the other two money supply indicators, M1 and M2, 
were close to their historical averages. Thus, there was no 
abnormal increase in the money supply in 1993. In com- 
parison, the price index in 1993 was the second highest, 
just below the peak years of 1988 and 1989, and if we look 
at the price indices of the 25 large and medium-sized cities, 
the magnitude of increase was actually highest in years. If 
we look at 1985 and 1989 when credit was the tightest, the 
increase in M1 was only 5.84 percent and 6.31 percent 
respectively, much lower than the average of 19.95 percent 
in other years, but the rise in the price indices in those two 
years were second only to that in the peak year of 1988. 
These facts prove that there is no steady relationship where 
the changes in the quantity of money and prices always 
move in the same direction; we can only ascertain that 
there are non-monetary factors contributing to inflation. 


If we draw a line in the years when the increase in MO was 
highest, we can divide the national economy into three 
periods. 1984-1987 marked the first period. The increase 
in MO shot up to 49.5 percent [in 1984] and then leveled 
off in the next three years, but the price indices and the 
GNP indices went up and then down and then up again 
and did not coincide with the yo te in the money supply 
indices. 1988-1991 marked the second period wt when MO 
soared to 46.72 percent and then plummeted in the next 
year and gradually went back up in subsequent years. The 
change in the GNP indices coincide with this trend, but the 
price indices remained high in the first two years and fell in 
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the next two years, which was inconsistent with the money 
supply trend. The third period began only two years ago 
(1992-1993), and in 1992, the increases in the three classes 
of money and the GNP indices were substantial, but the 
increase in the price index was lower than the historical 
average. Credit was tightened in mid-1993 but was eased 
again at the end of the year. For the year, the increase in 
MO was about the same as in 1992, but the price index 
went up 13 percent. The analysis of these periods shows 
that it is difficult to achieve our goal and may even 
undermine economic growth if we simply rely on a tight- 
money policy to cure inflation. 


If we compare the data before and after 1988, prior to 
1988, it is difficult to discern any kind of regular pattern 
between the changes in the money supply and prices and 
the GNP. But beginning in 1988, the change in the money 
supply began to coincide with the change in the GNP, but 
there was still no consistent relationship with the change in 
prices. 

Further analysis of the elasticity of MO’s in response to 
product prices and the GNP will make our conclusion even 
more evident. First, we must define the relevant elasticity 
indices: 

E™0, = (AMO0/MO)(AY/Y) = the elasticity of money supply 
in response to change in the GNP; 

EMO, = (AMO/MO)(I1/P) = the elasticity of money supply 
in response to change in prices; MO/P = real cash balance 
after discounting the effect of prices; 

EM? = elasticity of real currency balance in response to 
change in the GNP. Table 2 shows the results of compu- 
tation based on data for various years: 





Table 2: Elasticity of Money Supply’s Responsiveness to Changes in the Price Level and GNP 

















Year 1985 1986 1987 1988 1989 1990 1991 1992 1993 | Average 
1. EMO, 1.93 2.88 1.78 4.25 2.46 2.46 2.63 2.85 2.63 2.65 
2. EMO, 2.81 3.89 2.65 2.53 0.55 6.1 6.97 6.75 2.72 3.88 
14.62 16.36 11.25 23.8 0.72 10.49 16.78 29.46 19.7 

4. EMOP,, 1.14 2.02 1.03 2.16 0.18 2.02 2.18 2.30 1.47 



































First, let us look at the first row. Between 1985 and 1988, 
the numerical values of the elasticity of money supply 
fluctuated sharply in response to changes in the GNP, but 
after 1989, the numerical values appeared very stable and 
were very close to the average value of 2.65, which means 
that for every 2.65 percent change in the money supply 
there was a | percent increase or decrease in the GNP; 
there is a high correlation between the two. Now let us look 
at the second row. The change in the money supply in 
response to change in the money supply is highly elastic 
and very unstable, but there is no set pattern. The third 
row is the rate of increase in the real cash balance. This is 
primarily a response to changes in the interest rate and the 
national income. In 1989 and 1993, a guaranteed-value 
interest rate policy was implemented, and the rate of 
increase [in the money supply] clearly slowed. The last row 
shows the clasticity of the real currency balance in 


response to changes in the GNP, and in most years, the 
numbers lie between 2.02 and 2.30. The narrow range 
further proves that there is a stable correlation and una- 
nimity between the quantity of money and the GNP. 
Based on this, we can estimate that, other things being 
equal, for every | percent increase in the GNP, the money 
supply should increase by slightly more than 2 percent. 


Summing up the above, the result of our statistical analysis 
is very clear: 1) There is nonmonetary inflationary pres- 
sure, and it gained momentum after 1988; 2) Given this 
premise, to continue to rely simply on a tight-money policy 
to curb inflation may seriously undermine economic 
growth; 3) Because of the change in the microeconomic 
foundation, macroeconomic regulation and control will 
become even more difficult, and we must adopt even more 
forceful policies to curb inflation. 
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IV. Some Policy Suggestions 


pon summing up the lessons learned from the monetarist 
et ae 1970's, in the 1980's the Western nations 


to cut taxes, lower interest rates, and increase 

input to regulate distribution, lower cost, and ease infla- 
tionary pressure that laid at a deeper level, and the results 
have been outstanding. Learning from their experience 
and planting a foothold on China’s own economic situa- 
tion, we have the following choices in policies to curb the 
non-monetary inflation in China today: 

1. We can set up regional macroeconomic regulation and 
control mechanisms in the 25 and medium-sized 
cities, replacing the current goal of achieving 9 percent 
economic growth with the “goal of keeping price increases 
below 6 percent” and set up some mechanisms to restrain 
the local governments. The merits of this scheme are: a) 
the price index is thoroughly above-board which is easy to 
See. OF 8 DS Se ee 2 3 See Se Se 
nothing to do with the level of economic development and 

can easily be implemented nationwide. b) It can truly stop 
inflation from from region to region. c) It is 
something the local governments can do. For example, 
they can control the rate of increase in local investments, 
accelerate the development of transportation and commu- 
nications and build warehouses, and allocate and transfer 
resources for enterprises and increase input in the market- 
basket projects, so as to put more strength in curbing local 
inflation. d) It can keep the local governments from 
recklessly collecting fees and increasing enterprises’ bur- 
dens and can encourage them to accelerate the pace of 
enterprise reform. 


2. The central and local governments must implement the 
classified tax 


cam Gall aaa Gitte dette 
collection and administration even more above-board by 
strengthening social supervision. The thorough classified 
tax system must remove the boundart between national 
enterprises, local enterprises, and individual taxpayers and 
let the central and local share the income tax 
and other types of tax revenues. For with 

to the 15 percent income tax, the first 10 percent 

revenues collected from the ten-paylag unite dheulé be 
delivered to the finance ministry; the remaining 5 percent 
should be deemed local revenue, so as to increase local 
enthusiasm in collecting and administering taxes. This can 
be very effective in constraining local governments who set 
low standards in checking and approving enterprises and 
start up new projects recklessly to increase investments. It 
can also prompt the local governments to strengthen 
supervision over enterprise management. The universal 
tax system requires every citizen and institutional legal 





put them on the correct path and block the evil way while 
not leaving them unrestrained. c) Local governments can, 
to some extent, utilize interest rate policy to regulate local 
demand for funds. d) It helps the large cities to build 
international financial institutions. 


4. Governments at all levels must streamline their organi- 


government. 


5. The central bank must accelerate the reform of the 
monetary policy and set up an financial 
supervision system while accelerating the specialized 
banks’ conversion to the shareholding system. 


6. We should accelerate enterprises’ reorganization under 
the shareholding system and the establishment of a 


systemic factors, which makes it more difficult to deal 
with, but so long as we continue to make 
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Clese Monitoring of Fixed Assets Investment 
Viewed 


95CE0029A Beijing JINGJI GONGZUO TONGXUN 
[ECONOMIC WORK NEWSLETTER] in Chinese 
No 16, 30 Aug 94 pp 22,23 


[Article by Cao Hua (2580 5478), State Planning Commis- 
Se ee S ee Cay a 
1994”) 


[FBIS Translated Text] Grewth of Investment in Fixed 
Assets in China Today 


1. Aggregate: Investment in fixed asscts totaled 1.1829 
trillion yuan in 1993, up 50.6 percent from the same 
period in 1992. (After deducting price factors, the actual 
working increase was 22 percent.) Such a high growth has 
been rare in recent years. 


For the period January May 1994, the cumulative 
investment in fixed assets of state-owned units from the 
beginning of the year grew 34.2 percent over the same 
period in 1993. This was also the lowest monthly rate of 
increase since 1993. 


2. Make-up of Investment: Of the total 1.1829 trillion yuan 
invested in social fixed assets during 1993, state-owned 
units invested 832.1 billion yuan, up 57.8 percent; collec- 
tive units invested 209.2 billion yuan, up 53.9 percent; and 
city and country individual investment totaled 141.6 bil- 
lion yuan, up 15.8 percent. 


During 1993, state-owned units made 70.4 percent of the 
total investment in social fixed assets, investing 464.7 
eee pee a ee Se 
renovation and transformation, 113.8 billion yuan in the 
construction of commercial housing, and 34.4 billion yuan 
in other. These investments accounted for 55.8, 26.3, 13.7, 
and 4.1 percent of the total investment of all state-owned 
units in 1993. This was a respective 1.3 and 4.1 percentage 
point decline, a 4.1 percentage point rise and a 1.4 per- 
ee 
in , 


Of the ae 204.41 billion total investment since the 
beginning year by state-owned units for January 
though May, "EHLIn titan porn ees Oe cael coe 
struction, 45.04 billion yuan went for renovation and 
transformation, 31.75 billion. yuan went for commercial 
housing, and 9.44 billion went for other investment. These 
investments accounted for 57.8, 22, 15.5, and 4.6 percent 
of the total investment of all state-owned units. This was a 
respective 0.1 percentage point decline, a 1.2 percentage 
point decline, a 3 percentage point rise, and a 1.8 per- 
centage point decline. 


To summarize the above, even though the overly brisk 
trend toward increase in total investment in fixed assets 
nationwide during the first half of 1993 was brought under 
control, the structure of investment did not change sub- 
stantively. In particular, during the period January 
through May 1994, state-owned unit investment in the 
construction of commercial housing, which increased 
124.9 percent in 1993, rose 3 percentage points over the 
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same period in 1993 as a percentage of state-owned cumu- 
lative investment in fixed assets for the same period. 


the abnormal, demand-driven rise in prices of interme- 
diary inputs that mostly reflected the upward trend. Sky- 
rocketing domestic prices during 1993 demonstrated the 
overly brisk investment in fixed assets. 


as processed steel. This led, in turn, to a steady slide in the 
renminbi foreign exchange rate, which propelled a rise in 
domestic market prices. 


During June and July 1993, governments at all levels 
conscientiously carried out a series of CPC Central Com- 
mittee policies for increasing macroeconomic regulation 
and control, strongly regulating and controlling the too 
great increase in investment in fixed assets at that time. As 
a result, the cumulative growth of investment in fixed 
assets, which had gone on since the beginning of the year, 
steadily declined for five months in a row after reaching 
the highest point for the year in June. 


Despite the marked downturn in the degree of increase in 
investment in fixed assets since January through May 
1994, the rise in prices has remained at a fairly high level. 
During May 1994, the city and countryside cost of living 
index for the country as a whole was 21.3 percent higher 
than during the same period in 1993, and retail prices 
nationwide were 18.9 percent higher than during the same 
period in 1993. This was quite a long way from the goal of 
macroeconomic regulation and control. The country’s 
overall price index remains fairly high today; therefore, 
control over total investment in fixed assets is a matter 
that cannot be regarded lightly. 


Development of the Economy and Control of Prices 
Requires Revamping of the Investment Structure] 


Seizing opportunities to move ahead with steady develop- 
ment of the national economy in order to bring down the 
still overly high overall price level requires strict control 
over total investment in fixed assets during the second half 
of 1994, and strict control over the beginning of work on 
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new projects, maintaining the seriousness of applicable 
policies inaugurated at the beginning of the year. Inasmuch 
as the overall price index has not yet declined, it is 
especially necessary to prevent the investment in fixed 
assets craze from setting off a demand-pulled skyrocketing 
of the prices of intermediate inputs, and causing a leap- 
frogging of the overall price level that leads to another 
serious situation of unstable macroeconomic growth. 


In addition, it is necessary to advance steady development 
of the national economy, particularly during the present 
period when China’s economy is making a transition from 
the former predominately labor-intensive light industrial 
growth to technology-intensive and capital-intensive 
heavy industrial growth in which substantive growth of the 
national economy depends more on investment. There- 
‘ure, while strictly controlling the total scale of investment 
in fixed assets and maintaining necessary investment 
growth, concentrating limited energies on appropriate 
increase in the intensity of investment in technological 
transformation projects and capital construction projects 
that make better use of existing plant, which have a great 
bearing on economic growth, holds particularly great sig- 
nificance for sustained, rapid growth of the national 
economy. Specific recommendations are as follows: 


1. Optimise the Investment Structure, Emphasizing Return 
on Investment First, the opportunistic and destructive 
investment in real estate projects, which are not much 
related to short-term growth of economic returns, must be 
further reduced, the emphasis of real estate development 
and construction channeled toward genuinely solving the 
problem of increasing housing for medium and low income 
people. Conditions must be created for the orderly and 
gradual commercialization of housing to put the construc- 
tion and turnover of housing into a benign cycle. 


Second, the competition among jurisdictions to mount 
infrastructure projects, beginning new undertakings capri- 
ciously must be resolutely halted. When every jurisdiction 
mindlessly duplicates projects, this creates a shortage of 
limited funds extremely artificially, thereby setting off 
macroeconomic instability. Even though this does not lead 
immediately to a total funds shortage in today’s relatively 
stable macroeconomic climate; nevertheless, it is recom- 
mended that limited resources be applied to the techno- 
logical transformation of enterprises having good market 
prospects to improve use of their existing plant, and to 
increase investment in pillar industries to promote the 
sustained, healthy growth of the national economy. This is 
because, from a short-term returns from investment stand- 
point, since the completion of work on ordinary infrastruc- 
ture projects only creates a certain level investment cli- 
mate locally, or further improvement of the local 
investment climate, but cannot rapidly produce tangible 
goods that create effective supply to balance domestic 
market supply and demand, or that can enter the interna- 
tional market to earn precious foreign exchange to support 
the country’s economic growth. Furthermore, investment 
funds are used in a scattered way for such projects, which 
is also detrimental to the future need to concentrate 
energies on the development of pillar industries in the 
national economy. 
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2. Optimum Selection of Investment Projects, Paying Close 
Attention to the Economies of Scale Diligent implementa- 
tion of national industrial policy when mounting new 
operational projects will certainly have to meet the objec- 
tive requirements of large scale socialized production. The 
emphasis will have to be on starting from a high point, 
pursuit of mass production, and making fullest use of the 
advantages that the economies of scale provide, thereby 
spurring improvement of the quality and upgrading of the 
structure of China’s national economy. Since China is 
shaping huge and open markets, we must make use of all 
favorable factors to the maximum extent possible for rapid 
and resolute creation of effective demand in order to 
concentrate strength on spurring sustained, rapid, and 
healthy development of the national economy. 


China is currently steadily enhancing and improving mac- 
roeconomic regulation and control. It is actively moving 
ahead with further implementation of various reform 
measures. We must clearly realize, particularly during this 
period when reform of the investment of capital and 
reform of policy and commercial investment channels 
have not yet been completely ironed out or made fully 
operational, that it is impossible to rely solely on enter- 
prises themselves for investment in major commercial 
projects having a certain scale of production that are able 
to promote economic growth. It is suggested that key 
enterprises in certain industries be given a certain amount 
of financial autonomy as a transitional measure to enable 
these key enterprises to obtain rapid financial support 
without losing time so that they can mass produce hot 
selling products and lower costs according to economic 
law, thereby truly raising the industrial production concen- 
tration ratio, and spur optimization of the industrial 
structure, and the economic structure as well. 


Economist Zhang Zhuoyuan on Corporate Law 
State Control ; 
94CE0783B Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 32, 

15 Aug 94 pp 7-8 


[Article by Correspondent Hu Hsiao-yu (5170 2556 3768) 
and Special Reporter Tso Chien-lung (1563 1696 7893): 
“Renowned Economist Zhang Zhuoyuan (1728 0587 
0337) Declares that Smooth Implementation of the Cor- 
porate Law Requires Simultaneous Government Delega- 
tion of Authority”] 


[FBIS Translated Text] The country’s first “Corporate 
Law” went into effect formally on | July. In this connec- 
tion, Professor Zhang Zhuoyuan, director of the Industrial 
Economics Institute of the Chinese Academy of Social 
Sciences praised the law as a major event in China’s 
enterprise reform, and a major event in reform of China’s 
economic system. 

At the same time, Professor Zhang Zhuoyuan said sol- 
emnly that implementation of the “Corporate Law” shows 
the government’s determination to establish a modern 
enterprise system and to found a socialist market economy 
system. However, if implementation of the “Corporate 
Law” focuses solely on the role of enterprises, ignoring the 
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role of government, it will probably face hard going. This 
is because implementation of the law requires the con- 
certed cooperation of government departments. Therefore, 
smooth implementation of the corporate law requires 
simultaneous government system reform. 


Professor Zhang Zhuoyuan graduated from the South 
Central Finance and Economics Academy in 1954. For the 
past several decades, he has intensively studied China’s 
economic development. He is rather well versed particu- 
larly in political economics, price studies and i 
studies. In 1990, he was hailed a young expert who 

made an oustanding contribution atthe national eve 
and he twice received the Sun Zhifang (1327 3112 2455 
scientific treatise award in economics. His main a 
number 15, including Value, Prices, Costs, and Profits in a 
Socialist Economy, and Socialist Price Theory and Price 
Reform, and he has published more than 300 treatises and 
research reports. In 1994, he left the position he has held 
for more than a decade as director of the Finance, Trade 
and Economics Institute of the Chinese Academy of Social 
Sciences to become director of the Industrial Economics 
Research Institute where he immediately applied himself 
to problems in the development of China’s industrial 
economy. In response to the correspondents’ request, 
Zhang Zhuoyuan discussed his own views about problems 
requiring attention in the “Corporate Law” implementa- 
tion process. 


A Suitable Carrier 


Professor Zhang Zhuoyuan said that founding of a modern 
enterprise system is an important part of a socialist market 
economy system. Its key component is a corporate system 
in which limited liability companies and joint stock lim- 
ited liability companies are the main form. This provides 
a rather clear-cut development orientation for improving 
the organizational system of state-owned large and 
medium size enterprises, and for finding a relatively suit- 
able means of melding large and medium size state-owned 
enterprises into the market economy. 


He believes that the main difference between the use of the 
corporate system method to reo —— state-owned large 
and medium size enterprises and former enterprise reform 
measures lies in enterprises not returning to the old road of 
contracting. This is a historical advance. He said that the 
past more than a decade of Chinese enterprise reform has 
not greatly changed enterprises’ operating mechanism. 
This is partly because enterprises have gone round and 
round with the contact system for a long time. Contracting 
has bound enterprises hand and foot. Implementation of 
the “Corporate Law” plays a role in guiding, spurring, and 
supporting deve!opment and reform of large and medium 
size state-owned enterprises. 


However, in putting the “Corporate Law” into effect, what 
is to be done about the difficult problem of government 
interference? If this problem is not solved, smooth imple- 
mentation of the “Corporate Law” will encounter difficul- 
ties. China’s economic reforms began in the early 1980s. 
Since then, 10 different enterprise law systems have been 
inaugurated one after another, including “Interim Regula- 
tions on State-Owned Industrial Enterprise Staff Member 
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and Worker Congresses,” “Interim Regulations on the 
Work of Plant Managers in State-Owned Industrial 
Plants,” “Interim Regulations for State-Owned Industrial 
Enterprises,” and “Interim Regulations on Industrial 
Enterprises Under the System of Ownership by the Whole 
People.” These systems embrace state-owned, collective, 
privately owned and foreign owned enterprises. They 
cover a wide range. However, why is it that after so many 
years of enterprise reform, results do not meet expecta- 
tions. It is because there have been too many bosses 
eee On One See ee See One. Tee 


legal systems have been artificially distorted. 


Apply the Same Determination Used in Merging 
Exchange Rates 

Zhang Zhuoyuan maintains that transformation of govern- 
ment’s function is essential. The trading of authority for 
money has to be halted. Government must apply the same 
determination it used in merging exchange rates to the 
streamlining of the snecstintns mechanism. After 
exchange rates were merged, many people feared that 
chaos might ensue. However, results achieved after 5 
months of reform suggest that it has been the most 
smoothly implemented of the series of economic reforms 
inaugurated since the beginning of the year. 


He emphasized that reform provides long-term benefits. It 
is for the sake of these long-term benefits that government 
agencies in charge must give up present benefits. This is 
the only way to get healthy development of the economy. If 
some government agencies hold fast to their authority 
because their own vested interests are being “damaged,” 

ee eo 

orm. 


In this connection, Zhang Zhuoyuan spoke with strong 
emotion about how, during a recent survey, one local 
economic committee leader said straight out that he will 
decide what enterprises may produce and not produce. 
The big boss mentality continues extremely fierce. What 
the big boss says goes in every case. As a result, they 
frequently make off-the-top-of-the-head decisions. 
Although enterprises have begun to be built, they are in 
debt, and they carry burdens. This is not just the case in 
certain places and for certain people. What good prospects 
for development do enterprises have under these circum- 
stances? One authoritative survey report shows that in 60 
percent of 370 stock share system enterprises surveyed in 
early 1994, the chairman of the board was elected by a 
shareholder’s meeting. However, 40 percent of chairmen 
of the board, and 34.4 percent of general managers were 
appointed by government authorities. Therefore until gov- 
ernment system reform is intensified, implementation of 
the “Corporate Law” will not be as smooth as it seems, and 
progress in reforming China's enterprises will be slower. 

On the subject of government interference, Zhang 
Zhuoyuan suggested the possibility of using “buy-outs” to 
change government meddling. He said that it cannot be 
denied that the ingrained model shaped in development of 
the economy during the past several decades ment 
authorities being in charge), and ingrained behavior (the 
big boss mentality) cannot be stopped simply by saying 
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stop. In addition, one must also realize that there are really 
quite a few experts in government agencies in charge. They 
rose through the ranks from grassroots level cadre, to plant 
manager, to leaders in government agencies. Although they 
may have a very officious manner, they are no greenhorns. 
Possibly these people might be “bought out” by hiring 
them as advisors to corporation boards where they can 
make suggestions and think of ways to cperate and develop 
the corporation. Their remuneration should be in the form 
of wages, the entrepreneurs playing the main role in the 
enterprise. They could continue to play a role in this way. 
This is one quite feasible solution. 


Need to Draw Three Boundary Lines 


When the reporters asked what problems should be solved 
first after the “Corporate Law” goes into effect, Professor 
Zhuoyuan said that the first problems in need of 
ification are as follows: in which industries are enter- 
prises suited to government operation as sole proprietor- 
ships; in which industries are enterprises suited to the 
government holding shares; and in which industries are 
enterprises suited to being operated first as monopolies 
with the transfer of some equity rights later on. 


Zhang Zhuoyuan explained that China has so many indus- 
tries and enterprises, some of which should be operated as 
state sole proprietorships—coinage, military ordnance, 
cutting . 4 technology, and nuclear industries, for 
example. The industries in which the state should hold 
shares are in the petrochemical, railroad, posts and tele- 
communications, and communications fields. Speaking 
about which enterprises should be operated as monopolies 
in the beginning, equity rights being transferred later on, 
Professor Zhang said that South Korea’s experiences 
should be looked at. South Korea has a large steel mill in 
which the government invested during the early phase of 
its construction. After the mill was making substantial 
returns, the government sold its equity rights in it to 
develop other industries. This had a snowball effect on the 
development of quite a few concerns. As to means of 
developing other medium and small concerns, Zhang 
Zhuoyuan believes that civilian operation, leasing, or 
auctioning might be used. The greater the number of 
forms, the greater room for development. 


Run Pilot Projects First, Gradually Spreading Out 
Chronic illnesses plaguing the development of state-owned 
large and medium size enterprises that both the govern- 
ment and experts see rather clearly are: indebtedness, 
heavy burdens, and serious personnel redundancy. Just 
what can be done to solve these problems? Zhang 
Zhuoyuan said as follows: 


In to solve the state-owned large and medium size 
en problem of large numbers of separated and 
retired personnel, and heavy burdens, state-owned large 
and medium size enterprises having more than 10,000 
employees should run pilot projects for reorganization to 

the corporate . From net assets remaining after 
deducting liabilities from fixed assets, some money should 
be obligated as share capital, dividends from this money 
used to fund the pensions and medical treatment expenses 
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of separated and retired staff members and workers. This 
is the method that both the Nanjing Panda Electronics 
Group and Wuhan Steel are now using. Results have been 
Pilot project might be run in concerns in 


is a headache? This would 
invigorate the development of these enterprises and gen- 
erate economic returns for them, while the banks would 
gain substantial profits. This is a workable solution. 


Outright buy-outs might be used to solve the redundant 
personnel problem, a lump sum paid them so that they can 
find their own way of making a living. The method used in 
Vietnam holds special signi in this regard. Several 
years ago, Vietnam had 12,000 state-owned enterprises, 
very few of which produced real economic returns. After 
the Vietnamese government made up its mind to adopt a 
mandatory buy-out policy, employees finding their own 
way of making a living, employees who returned home 
used the money that the government provided to broker 
small business deals or go into business, making a pretty 
good living. After several years effort, Vietnam has only 
7,000 state-owned enterprises today; the market in which 
they compete is larger, and their vitality is greater. Should 
not our government consider using this same method? It 
should decide to obligate several hundred billion yuan to 
the “peaceful removal” of redundant personnel, allowing 
them to go their own way, the state concentrating its 
energies on the development of sole proprietorships and 
large companies in which it holds shares. In this way, the 
pace of national economic development cap. certainly be 
speeded up. 


Economic Laws are Irresistible 


At the conclusion of the interview, Professor Zhang 
a pe ae ane yh | must be 

watched closely once state-owned large and medium size 
enterprises become corporate institutions. Professor 
Zhang provided some figures. He said that a survey of 370 
firms that had switched to the share system showed that 
24.7 percent felt that the enterprise had changed funda- 
mentally, 53.7 percent felt that the enterprise had changed 
very greatly, and 19.6 percent felt that the enterprise had 
changed somewhat. This shows that after so many years of 
reform, of China’s enterprises, the orientation of the share 
system is truly workable. However, this does not mean that 
another form of iron rice bowl [guaranteed employment] 
has been served up in the wake of reorganization to a 


corporate system. 


He emphasized that the corporate system is no substitute 
for effective management, nor can it replace efforts to 
pursue returns. The consequences of poor company oper- 
ation and ineffective management are bankruptcy. Even 
though the United States is so economically developed, its 
corporate bankruptcy rate is | percent each year. Some 
concerns develop and others decline. For some to live and 
others to die is a normal economic development law. 
China’s large and medium size state-owned concerns must 
face this reality squarely, constantly seeking their own 
optimum position in market development. 
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Analysis of Development of Shareholding 
Enterprises 


94CE0689A Beijing GUANLI SHIJIE 
[MANAGEMENT WORLD} in Chinese 
No 4, 24 Jul 94 pp 141-151 


{Report on questionnaire poll by entrepreneurs of the 
Chinese Entrepreneurial Investigation System; Advisors: 
Sun Shangging (1327 1424 3237), Wang Mengkui (3769 
1125 1145), Chen Qingtai (7115 3237 31. 3141), Liu Hongru 
(0491 7703 0320), and Hong Hu (3163 5706); Poll direc- 
tors: Guo Zhenying (6753 2182 5391), Wu Tianlin 0702 
1131 2651), Wei Dong (5898 2639), Fan Fuchun (5400 
4395 2504), and Li Kemu (2621 0344 4476); 

naire designers: Ding Baoshan (0002 1405 1472), Wang 
Peirong (3769 1014 2837), Zhang Wenkui (1728 2429 
7608), Li Lan (2621 5695), and Li Hua (2621 5478), 
Report writers: Liu Li (0491 0500), Wang Liyan (3769 
4539 1750), Chen Quansheng (7115 0356 3932), Lei 
Shijun (7191 0013 0193), Zhang Wenkui, Wang Peirong, 
Zhang Jinghua (1728 2529 5478), Chen Zhong (7115 
6850), Li Lan, and Li Hua; Data processors: Li Shuli (2621 
3219 7787), Li Chunwei (2621 2504), Zhang Zhenyu (1728 
2128 1342), Zhang Tai (1728 3141), Liu Yong (0491 
0516), and Bian Haiguang (6708 3189 0342): “An Ives- 
tigation and Analysis of China’s Shareholding-Ente:, : ise 
Development”} 


[FBIS Translated Text] China’s experiment in upgrading 
enterprises to shareholding began in 1984, it now has a 
history of nearly a decade. What successes have this decade 
of effort brought to China’s ing to enterprise share- 
holding? Have we achieved our original intention and 
purpose? What problems still exist? An accurate under- 
standing and grasp of these issues will be of key signifi- 
cance for the government management sector in drawing 
up policies and setting the next reform steps, as well as for 
enterprises that have or are preparing to upgrade to 
shareholding in grasping our reform direction. 


So the State System-Reform Commission’s Production 
System Office and the China Securities Oversight Com- 
mission’s Department of Listed Companies has jointly 
established the Chinese Entrepreneurial Investigation 
System with the State Council Research Office’s Industry 
and Communications Office, the State Economic and 
Trade Commission’s Enterprise Office, the China Business 
Management Association’s Research Department, and the 
State Council Development Studies Center's GUANLI 
SHIJIE journal, which jointly conducted the first large- 
scale questionnaire poll of shareholding enterprises 
throughout China from December 1993 to May 1994. 


Thg poll was aimed at enterprises throughout China that 
have organized into limited liability companies, with the 


questionnaires filled in by their legal representatives. By 
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18 February 1994, we had received back 371 valid ques- 
tionnaires, containing over 55,000 polling data. 


1. The Basic Status Quo of China’ 
s Shareholding 


Of the 371 valid samples in this poll, oriented-fundraising 
companies accounted for 292, or 78.7 percent, while 
public-fundraising companies made up the other 79, or 
21.3 percent, including 62 listed companie:, or 78.5 per- 
cent of the public-fundraising companies and 1.7 percent 
of the samples. Of the listed companies, 37 were listed in 
Shanghai, 22 in Shenzhen, and three in Hong Kong. As to 
the times of application for upgrading to the shareholding 
system, the earliest for upgrading to share- 
holding were made in 1982, accounting for 0.9 percent. 
The most listing applications were in the 2 years of 1992 
and 1993, making up respectively 54.3 percent and 33.2 
percent. As to the listing times of the listed companies, the 
earliest listing was in 1990 for an enterprise listing in 
Shenzhen of only one company; the most listings were in 
1993, of 31 companies. 


This data shows that China’s upgrading to enterprise 
shareholding developed gradually along with the intensi- 
fied development of economic reform, reaching a high tide 
in the 2 years of 1992 and 1993. This shows that as reform 
has intensified and the reform goal model of a socialist 
market economy has been set, an enterprise system of 
shareholding suited to the market-economy system has 
become our key model for enterprise-system reform. 


1. The and Industrial Distribution of 
Enterprises 


The sample enterprises in this poll were distributed in the 
29 provinces, municipalities, and autonomous regions 
throughout China, concentrated mostly in coastal and 
certain other economically more developed regions, with 
the 12 provinces and municipalities of Beijing, Shanghai, 
Tianjin, Guangdong, Jiangsu, Jilin, Liaoning, Shandong, 
Zhejiang, Hunan, Hubei, and Hainan accounting for 72.3 
percent of the sample enterprises, while the seven prov- 
inces and regions of Shaanxi, Gansu, Ningxia, Yunnan, 
Guizhou, Qinghai, and Xinjiang accounted for only 5.4 
percent. This distribution state of sample enterprises is 
basically consistent with that of China’s existing share- 
holding enterprises. This shows the imbalances in China’s 
regional economic development and enterprise distribu- 
tion, as well as the disparity among regions in enterprise- 
system reform progress. 

According to the method of differentiating shareholding- 
enterprise industries designated by the State System 
Reform Commission, the sample enterprises are distrib- 
uted mainly in manufacturing, commercial service, and 
real estate and public utilities, making up respectively 35.8 
percent, 22.0 percent, and 12.9 percent, or 70.7 percent 
together (Table 1). 
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Table 1. The Industrial Distribution of the Sample Enterprises (%) 
Industry Distribu- Industry Distribe- Industry Distribe- 
tion tion tion 

Farming and Sidelines 1.9 Communications, Transportation, 4.6 Recreation, Sports, and Health 

and Posts and 

Telecommunications 
Mining 0.5 Commerce and Service Trades 22.0 Broadcasting and Electronic 0.8 

Education 

Manufacturing 35.8 Real Estate and Public Utilities 12.9 S&T Service 1.6 
Construction 2.7 Banking and Service Trades 3.0 Other 14.7 




















As to the industrial distribution shown in Table 1, our 
shareholding enterprises are concentrated in industries 
with better efficiency and higher profits, while the defi- 
cient and basic sectors in our national economic develop- 
ment, such as transportation and communications, and 
mining, have very few shareholding enterprises. This 
shows on one hand that our selection of experimental 
shareholding enterprises and our poll sampling may con- 
tain certain errors; on the other, it also shows that for our 
shareholding upgrade to succeed and attract shareholder 
investment, it will have to show considerable investment 
returns. Obviously, manufacturing and commercial service 
trades have certain advantages, while deficient sectors in 
urgent need of development, due to our pricing system and 
other historical factors, are unable to provide satisfactory 
investment returns to shareholders, so find it hard to 
attract them, and find it relatively harder to upgrade to 
shareholding. 


2. The Share Makeup of Shareholding Enterprises 


The shareholders in China’s shareholding enterprises are 
now differentiated by status as holders of state, corporate, 


individual, or foreign-invested shares. This poll shows that 
of the various types of shares in the sample enterprises, 
state shares make up 33.8 percent, corporate ones 45.2 
percent, individual ones 19.4 percent, and foreign-invested 
ones 1.6 percent, with state and corporate shares totalling 
79.0 percent. As most corporate shares are publicly owned 
ones, it can be held that in China’s current shareholding 
enterprises, publicly-owned shares are absolutely 
dominant. 


3. An Assessment of the Economic Efficiency of 
Shareholding Enterprises 


In contrast to the year before upgrading to shareholding, 
the sample enterprises in the year after upgrading to 
shareholding showed great improvements in overall labor 
productivity, per capita profit and tax generation, return 
on sales, rate of profit on capital fund, and enterprise per 
capita wages (See Table 2). This shows that shareholding 
enterprises have a positive impact in raising enterprise 
economic efficiency. 





Table 2. The Efficiency Improvement for Shareholding Enterprises (%) 

















Overall Labor Per Capita Profit and Retura on Sales Rate of Profit on Per Capita Wages 
Productivity Tax Generation Capital Fund 
Overall 57.3 85.2 49.2 39.3 44.0 
Listed Companies 47.3 84.5 66.4 31.9 37.5 
Unlisted Companies 60.0 85.4 46.2 46.2 45.3 
State Reorganized 61.0 87.8 49.1 42.7 40.9 
Companies* 




















*State reorganized companies are joint-stock companies reorganized from former state enterprises. 





Comparing the various types of shareholding enterprises, 
listed companies showed the greatest improvement in 
return on sales, but the least improvement in rate of profit 
on capital fund and per capita wages; unlisted companies 
ranked first in rate of profit on capital fund, as well as 
showing the greatest improvement in per capita wages; 
shareholding enterprises reorganized from former state 
enterprises ranked first in the two areas of overall labor 
productivity and per capita profit and tax generation. 


This shows that state enterprises have the greatest poten- 
tial for improvement of labor productivity, higher than the 
average for enterprises upgraded to shareholding; listed 
companies did best in controlling wage costs, showing that 
under dual pressure from shareholders and stock markets, 


listed companies have to make efforts to control costs and 
increase profits, which is also a real expression of the 
conversion of enterprise operating objectives; unlisted 


ee ee than listed 
ones, showing that the difference in outside oversight has a 


key impact on the selection of operators and operating 
goals in joint-stock companies. 


Hi. U H and 
conte Seeing Converting 


One of the basic goals of upgrading enterprises to share- 
holding is to convert enterprise operating forces. The poll 
shows that shareholding has a great impact on converting 
enterprise operating forces. 
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1. The General J of the Impact of Shareholding —_— enterprise conditions. The last poll showed the implemen- 
on the Conversion of Operating Forces tation rate at over 80 percent for only three autonomous 


To learn the basic impact of upgrading to shareholding on 
the conversion of enterprise operating furces, this poll 
asked those polled to make a general assessment of the 
change in enterprise operating forces from before 
upgrading to shareholding to afterwards. We found that 
24.7 percent of enterprises hold that their enterprise oper- 
ating forces underwent a basic change after upgrading to 
shareholding, with 53.7 percent noting a great change, and 
19.6 percent experiencing some change, but only 2 percent 
holding that there was no or basically no change. The high 
percentage holding that enterprise operating forces under- 
went a great change shows fully that the pane judgment 
of shareholding enterprises as to the impact of upgrading 
to shareholding on the conversion of enterprise operating 
forces is affirmative. 


2. a Se 
Granted to Shareholding En 


To better assess the impact of aii to shareholding on 
the conversion of enterprise operating forces, we did a 
special poll on the implementation of the 14 autonomous 
rights granted to shareholding enterprises. In contrast to the 
results of the first comprehensive poll of Chinese entrepre- 
neurs (abbreviated as the “last poll”) done in 1993 by the 
Chinese entrepreneurial system (For an analytical report on 
the first ve poll of Chinese entrepreneurs, see 
GUANLI SHIJIE No ‘ 1993.), this poll shows a far greater 
correlation between the implementation of the 14 autono- 
mous rights granted to shareholding enterprises and overall 


rights, or operating decisionmaking power, product sale 
authority, and commodity purchasing authority, with an 
implementation rate between 50 percent and 80 percent for 
five, or product pricing authority, retained fund budgeting 
authority, personnel management authority, wage and 
bonus distribution authority, and internal organ establish- 
ment authority, and an implementation rate of less than 50 
percent for six, or investment decisionmaking power, assets 
disposition authority, affiliation and merger rights, labor 
hiring rights, foreign trade rights, and assessment refusal 
rights. It is not hard to see that the implementation rate for 
the key autonomous rights was very low. But this poll of 
shareholding enterprises shows an implementation rate of 
over 80 percent for as many as nine autonomous rights, 
including the key one of investment decisionmaking power. 
It also shows an implementation rate of 50-80 percent for 
three, or assets disposition authority (54.0 percent), affilia- 
tion and merger rights (58.1 percent), and product pricing 
authority (73.0 percent), with an implementation rate lower 
than 50 percent for only two, or foreign trade rights (25.4 
percent) and assessment refusal rights (19.0 percent). But 
despite the implementation rates being lowest for these two 
rights, their possession by shareholding enterprises was still 
far better than the overall enterprise situation in the last 
poll, with their implementation rates both up more than 10 
points. 

As to the number of rights possessed, shareholding enter- 
prises with relatively good or good implementation 
accounted for 80.2 percent, nearly double that of the last 
poll’s 41 percent (See Table 3). 





Table 3. The Possession of the 14 Rights (%) 




















Poor Relatively Poor Average Relatively Good Good 
Number of Rights Less Than 3 4-5 6-8 9-11 More Than 12 
Possessed 
Overall 4.0 2.7 13.1 42.6 37.6 
Listed Companies 1.6 1.6 12.9 50.0 33.9 
Unlisted Companies 4.5 2.9 13.2 41.1 38.3 
Last Poll 7.4 13.8 37.8 32.9 8.1 




















This shows that of the reform styles for most enterprises, 
the shareholding reform was a great advantage in the areas 
of implementing enterprise autonomous rights and 
speeding up the conversion of enterprise operating forces. 
But the overall implementation was sharply higher than 
for the average enterprise, with the implementation of key 
rights, such as investment decisionmaking power and 
assets disposition authority, also up sharply, fully showing 
the advantage of the shareholding reform. 

Comparing listed to unlisted companies, whether in the 
implementation of each right or the overall possession of 
all 14 rights, there was no clear difference, with unlisted 
companies even better off than listed ones in some areas 
(such as the percentage of enterprises possessing more than 
12 autonomous rights). This shows that whether a com- 
pany is listed or not is certainly not the crux of imple- 
menting enterprise autonomy and converting enterprise 


operating forces. The crux is rather the upgrading to 
shareholding per se. We also noted that listed companies 
implemented foreign trade rights clearly better than 
unlisted ones (with the implementation rate being 40.36 
percent for listed companies, but only 22.3 percent for 
unlisted ones), with the cause of this phenomenon very 
likely being that most listed companies were large enter- 
prises in all regions and industries, so that they already had 
a certain amount of autonomy advantage in the area of 
import-export business. 


3. The Choice of Operating Goals by Shareholding 
Enterprises 


The effective conversion of enterprise operating forces 
depends largely on the changes in enterprise operating 
goals. 
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This poll questionnaire asked those polled to rank their 
choices of operating goals, with the cumulative frequency 
of the first three rankings for operating goals being respec- 
tively to ensure shareholder earnings (83.5 percent), to 
establish a good enterprise image (47.1 percent), and to 
increase employee income (39.0 percent). But in the last 
poll of entrepreneurs, the cumulative frequency of the first 
three rankings for operating goals by the average enterprise 
were respectively to raise employee income (77.4 percent), 
to fulfill contract duties (51.8 percent), and to increase 
sales profits (39.0 percent). 


Comparing shareholding enterprises to the average enter- 
prise, operating goals have sharply changed from an 
emphasis on higher employee income to higher share- 
holder earnings. This change is a key sign that enterprises 
have genuinely become independent players in a market 
economy. On market economy terms, as the operating goal 
of a modern enterprise ought to be the maximization of 
shareholder (owner) interests, this change in the operating 
goals of Chinese shareholding enterprises is of extremely 
key significance. In China, the striving to maximize share- 
holder interests by shareholding enterprises certainly does 
not mean ignoring state interests or contributing less to the 
state. As this report noted in analyzing the share makeup of 
China’s shareholding enterprises, publicly-owned shares 
make up nearly 80 percent of those in China’s share- 
holding enterprises, most of which publicly-owned shares 
are state or state corporate shares. So the largest share- 
holder in China’s shareholding enterprises is the state, with 
the greatest beneficiary of the maximization of shareholder 
earnings also the state. It is only when operators genuinely 
care about shareholder assets and earnings that the erosion 
of state assets and poor operating ay can finally be 
genuinely improved. 


As to work priorities, the top three rankings of work 
priorities by the operators of shareholding enterprises in 
this poll were respectively to seek new growth opportuni- 
ties (45 percent), to harmonize the relations among all 
parties (15.2 percent), and to improve interior manage- 
ment (13.6 percent). But in the last poll, the top three 
rankings of ordinary enterprises were respectively to seek 
new growth opportunities (28.0 percent), to improve man- 

agement within enterprises (26.0 percent), and to increase 
sales (24.1 percent). Comparing the two polls, ordinary 
enterprise work priorities are more decentralized, showing 
quite sharp differences among enterprises, with respective 
difficulties. But in this poll, shareholding enterprises 
showed greater consistency in work priorities, with seeking 
growth opportunities being the first work priority for 
nearly one-half of shareholding enterprises, showing that 
the clearer seizing of opportunities in a market economy 
by shareholding enterprises is a key term for ensuring 
existence and development. And comparing listed to 
unlisted companies, listed companies pay more attention 
to seeking growth opportunities, showing that listed com- 
panies face greater stock market pressure, so needing to 
pay more attention to their own development. 


4. The Choice of Work Priorities by Shareholding 
terprises 
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5. The Establishment of Decisionmaking (Leadership) 
Forces by Shareholding Enterprises 


The concentrated expression of the establishment of deci- 
sionmaking forces by shareholding enterprises is the form 
of producing and appointing high-level managers, such as 
board chairmen and presidents. When designing the ques- 
tions for our poll questionnaire, to reflect the feature of 
enterprise conversion of operating forces, we emphasized 
the relations between the election or appointment of 
boards of directors and companys’ (formerly enterprises’) 
higher-level respensible departments, with the results as 
shown in Table 4. The relations in this table with higher- 
level responsible departments are three: 1. Election 
(appointment) first, and then approval by the responsible 
department; 2. Determination by the responsible depart- 
ment first, and then election (appointment) by the board of 
directors; 3. Direct appointment by the responsible depart- 
ment, with approval by the board of directors. 





Table 4. Producing Company Board Chairmen and 























Presidents (%) 
Beard Chairmen Presidents 

Elected by Invelving Appointed Involving 

Beard of Higher by Beard Higher 

Directors Levels of Direc- Levels 

tors 

Overall 60.5 39.5 65.6 34.4 
New 62.6 37.4 70.4 29.6 
Companies 
Reorga- 59.5 40.5 63.5 36.5 
nized 
Companies 
State Reor- $5 45 58.6 41.4 
ganized 
Companies 
Nonstate 78.4 21.6 82.4 17.6 
Reorga- 
nized 
Companies 

















Table 4 shows that while over 60 percent of enterprises 
produce board chairmen and presidents through legal 
procedures, abnormal interference in shareholding enter- 
prises by so-called higher-level responsible departments 
(shareholding enterprises should not have higher-level 
responsible departments) is quite severe, with more than 
30 percent of shareholding enterprises not genuinely pro- 
ducing their own board chairmen and presidents in the 
standard form, but rather being subject to control by 
“responsible departments.” Meanwhile, Table 4 also 
shows that in the process of producing company board 
chairmen and presidents, as to the degree of influence by 
higher-level responsible departments, new companies are 
less affected than reorganized ones, with companies reor- 
ganized from nonstate enterprises less affected then ones 
reorganized from state enterprises. This shows that the 
more connection with traditional mechanisms [forces], the 
more difficulty in establishing the new system. 
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6. The Relations Between the Old and New 
Management Systems 


In a poll of the forces-conversion situation of listed com- 

panies conducted jointly " the State System Reform, 
Securities, and Economic and Trade commissions in 
August and September 1993, it was found and noted that 
there was a problem in the relations 
between the “three new boards” (the board of directors, 
the board of supervisors, and the shareholder meeting) and 
the “three old committees” (the Party Committee, the 


labor union, and ihe employee congress). 
In this poll, we asked questions about “the relations 


company 

employee interests.” We found that over 92 percent held 
that the relations between the party system and the com- 
pany decisionmaking system were very or relatively har- 
monious, with only 1! percent holding that the inconsis- 
tency between shareholder and employee interests was 
very or relatively obvious. This shows that while the 
conflict between the “three new boards” and the “three old 
committees” will certainly become a problem that will be 
hard to avoid, it is not yet a severe one. This may be due 
to most of our current shareholding enterprises having 
been formed the reorganization of former state 
enterprises, with quite close personnel dovetailing between 
the “three new boards” and the “three old committees,” so 
that the conflict is not yet obvious. 


7. Problems Shareholding 
Lhstetbatens te Camnesdinn Goatidian Paness 


While shareholding enterprises have made sharp changes 
in the area of enterprise operating forces in 
contrast to enterprises of other forms, the poll also shows 
that shareholding enterprises are still encountering much 
resistance in the area of normal operations. For instance, 
only 24.7 percent of enterprises actually hold that their 
i a basic change, while only 

enterprises have real 


undergone 

great change instead of a basic change? Why do 21.6 
percent of shareholding enterprises hold that their oper- 
ating forces have undergone only certain or even 
no change at all? Why are nearly 40 percent of share- 
holding enterprises subject to irregular interference by 
their “responsible ” in the area of producing 
their high-level managers? And why is it invariably so hard 
to implement the right to refuse assessments? The poll 
shows that these problems are due to the severe lag in the 
conversion of government functions. 


In response to the question about reform priorities to 
promote the better operation of shareholding enterprises, 
the top three choices were converting government func- 
tions (62.4 percent), reforming our property rights system 
(15.1 percent), and making our market system sounder (4.9 
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percent), which was consistent with the 1993 “comprehen- 
sive poll of Chinese entrepreneurs” conducted by this 
system. 

As to the matter of whether shareholding enterprises have 
responsible departments, most Chinese shareholding 
enterprises, even the most standard listed companies, still 
have “mothers-in-law” in charge (See Table 5). 














Have No 19.7 23.0 19.3 





Have No 24.1 21.3 24.6 














But this reality of being topped by responsible departments 
is certainly not one that enterprises willingly accept. When 
asked further whether shareholding enterprises need 
administrative responsible departments or ones on which 




















their registration depends, most responded that thre was 
no need for them (See Table 6). 

Table 6. Is a Responsible Department Needed? (%) 

Overall Listed Unlisted 
Companies Cesapanies 

Yes 22.5 18 23.3 
No 39 42.6 38 
No, but No 32.5 32.8 32.8 
Alternative 
It Does Not 6 6.6 5.9 
Matter 














The pressing calls by enterprises for the conversion of 


omous rights, they remain restricted by government 

at all levels in a great many areas. Meanwhile, the vast 
majority of shareholding enterprises certainly do not need 
the “transmission, help, and attachments” of responsible 
departments, meaning that their acceptance of manage- 

ment by responsible depetmnets deity toned on 
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them. This once again shows clearly that the difficulty and 
focus of China’s enterprise reform is still the conversion of 
government functions, the key to which is separating the 
government's administrative function from its state- 
property ownership function, and fully clarifying the limits 
of authority of government administrative organs and 
ip functional bodies. Of the current various types 
of interference in enterprises by government functional 
Organs, some are irregular interference, while others are 
actually the exercise of legitimate ownership rights (such as 
intervention in certain key enterprise decisions). But as 
government administrative authority and ownership rights 
are merged, with the various lines of authority blurred, this 
on one hand makes it easy for certain government-sector 
personnel to exploit their authority for a number of 
reasons to engage in irregular interference in enterprises, 
which enterprises have no effective means of resisting; on 
the other, it leaves enterprises regarding certain regular 
intervention as irregular interference, making it hard for 
the state to implement its ownership rights. So until this 
administrative framework of administrative authority 
merged with ownership rights is fundamentally 
enterprises will be necessarily dependent on and afraid of 
the government, leaving regular and irregular government 
interference in enterprises unavoidable. As long as it is 
hard for shareholding enterprises to operate normally, it 
will be impossible to establish a modern enterprise system. 


In addition, we have also noted that in contrast to the last 
poll, shareholding enterprises place the property rights 
system first much more ofien, showing that entrepreneurs 
are paying increasing attention to the property rights issue 
as shareholding enterprises are getting directly involved in 
property rights matters in their operations, meaning that 
shareholding enterprises are making more pressing 
demands for property rights reform than ordinary ones. 


III. The Organization and Establishment of 
Shareholding Enterprises 


China’s enterprise shareholding reform that began in 1984 
and after many years of twists and turns began to get onto 
the right track in 1993. The key sign of this is that State 
Council-related departments, such as the State System 
Reform Commission, have been issuing since mid-1992 a 
series of related shareholding-reform documents, pro- 
viding a uniform standard (even though it still awaits 
further elevation tc more effective legislation) for reform 


work that has been underway in recent years in a decen- 
tralized way everywhere throughout China, but was depen- 
dent on inconsistent local legislation. Shareholding reform 
experiments have made marked progress, which is an 
established fact. But another reality is that shareholding 
experiments are in urgent need of standardization, which 
has always been a widespread problem. In China at 
present, the organization and establishment of share- 
holding enterprises is a key link in such standardization, so 
this poll has paid considerable attention to it. 


1. The General Evaluation of Our Enterprise- 
Shareholding Reorganization 





Table 7. The General Evaluation of Reorganization (%) 

















The General By Reorganized 
Evaleation Former State 
Enterprises 
Standardized, 43.4 38.5 
Reached Goals 
No Major Problems, 49.6 51.9 
Basically Reached 
Goals 
More Problems, 6.4 9.1 
Reaching Only Some 
Goals 
Not Standardized, 0.6 0.5 
Almost Not 
Reaching Goals 











This poll shows that the polled shareholding enterprises 
generally approved of the reorganization, with more than 
90 percent holding that the reorganization was basically 
standardized to essentially meet reorganization goals, 
while less than 10 percent held the opposite view. Taking 
a closer look, as pre-reorganization conditions differed, the 
general evaluation by various enterprises also differed. 
Slightly less reorganized former state enterprises approved, 
which was obviously linked closely to state-enterprise 
forces and the greater reorganization difficulties. 


2. The Meeting of Shareholding-Reorganization 
Objectives 


The standardization of enterprise shareholding reorgani- 
zation depends on one hand on complete external terms 
(legislation and intermediary bodies), and on the other on 
factors within enterprises. And of the many internal fac- 
tors, the most crucial are enterprise expectations, motiva- 
tions, and objectives in upgrading to shareholding. 





Tate 8. The Objectives in Upgrading to Shareholding (First-Choice Frequency %) 

















Overall | isted Companies Unlisted Companies State-Reerganized Last Poll 
Companies 

To Convert Operating 47.8 48.3 47.9 61.4 43.0 
Forces 

To Raise Funds 31.4 36.7 30.0 27.6 16.9 
To Delimit Property 7.6 11.7 6.8 2.9 8.0 
Rights 

To Strengthen Enterprise 3.2 0.0 3.9 1.9 31.3 
Cohesion 
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This poll shows (Table 8) that the top three choices for 
shareholding-reorganization objectives by shareholding 
enterprises were respectively to convert enterprise oper- 
ating forces, to raise funds, and to delimit property rights 
relations. But the top choice of only 3.2 percent was to 
strengthen enterprise cohesion, which ranked sixth among 
the eight options. But in the last poll of entrepreneurs, the 
top three choices were respectively to convert enterprise 
operati San Sven, to strengthen enterprise cohesion, and to 
raise 


Contrasting the two polls, to convert operating forces 
remained the top system-reform objective, showing that 
enterprises place great expectations on upgrading to share- 
holding to convert their operating forces. But there was a 
sharp change in the other rankings. In the last poll, 
enterprises (mostly nonshareholding enterprises) also put 
quite high expectations on upgrading to shareholding to 
strengthen enterprise cohesion, leaving to raise funds 
ranking only third. But this poll shows that the frequency 
of those making efforts to raise funds their key system- 
reform objective was up sharply, while the expectations 
that it would strengthen enterprise cohesion was down 
sharply. The possible reasons for this change are: 


1. Fundraising per se is a key reason why enterprises 
upgrade to shareholding, with listed companies in partic- 
ular having greater fundraising advantages. So of the 
enterprises that actively pursue and achieve the upgrading 
to shareholding, it is not strange that a considerable 
number of them are aimed mainly at fundraising. But an 
overemphasis on fundraising undoubtedly dilutes the 
forces-conversion function of upgrading to shareholding. 


2. As to this poll’s subjects, the setting of objectives for 
upgrading to shareholding was an after-the-fact judgement. 
While strengthening enterprise cohesion was once a fine 
aspiration and expectation of many people for the share- 
holding-upgrade process, this objective per se lacks imme- 
diacy and feasibility. So while the expectation that 
employee shareholding would strengthen enterprise cohe- 
sion was premised on employee unions paying attention to 
share appreciation, and thus to enterprise operations, to 
give shareholders and enterprises a common fate, the 
current problem is that if employee-held shares cannot be 
transferred or sold, their appreciation earnings cannot be 
realized (As the cash-dividend yields of China’s enterprise 
shares are now very low, with yields still far lower than 
bank interest even judged by the very low share-issue price 
for employees at a premium rate, dividend earnings cannot 
become a key factor to attract employee shareholding.), 
leaving share appreciation just an illusion. But if 
employees were allowed to sell the shares they hold, to 
realize their appreciation earnings, employees selling their 
shares would at the same time be giving up their share- 
holder status, thus no longer paying attention to the 
enterprise from a shareholder perspective, leaving the fine 
aspiration that the upgrading to shareholding would 
strengthen enterprise cohesion to come to nothing. Share- 
holding enterprises have thus discovered through practice 
that upgrading to shareholding certainly does not effec- 
tively strengthen enterprise employee cohesion, so have 
made certain revisions of their original intentions in an 
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after-the-fact judgement of their shareholding-upgrading 
objectives, which is absolutely understandable. 


Comparing listed to unlisted companies, listed companies 
named fundraising as their objective more often than 
unlisted ones, but strengthening employee cohesion less 
often. This shows that as listed companies are obviously 
more successful in fundraising than unlisted ones, they 
named fundraising as their objective more often. But as 
stronger share circulation weakens the role of strength- 
ening employee cohesion, listed companies also had less 
expectations that the shareholding upgrade could 


strengthen enterprise employee cohesion. 


3. Finally, as shareholding enterprises reorganized from 
former state enterprises named operating forces conver- 
sion most as their objective, this shows that state enter- 
prises have more problems with their former organs, so 
have more urgent aspirations about converting their oper- 
ating forces. 


3. The Positive Impact of Listing Company Shares 


Once shareholding enterprises meet their goal of fundrais- 
ing, most of them take up the new goal of striving to get their 
shares listed. What is the impact on companies of reaching 
this goal of getting listed? The top four responses from listed 
companies to that question in this poll were respectively: 1. 
That it strengthens company restraint forces, at 51.6 per- 
cent; 2. That it raises company fame, at 27.4 percent; 3. 
That it eases shareholder pressure on companies for 
bonuses, at 14.5 percent; 4. That it stimulates employee 
initiative, at 4.8 percent. From this we can reach the two 
conclusions that: 1. The stronger restraints that listed com- 
panies are subject to help to standardize their behavior, 2. 
Shareholding reorganization and share listing do not play an 
obvious role in strengthening employee cohesion, which 
corresponds to our above analysis. 


4. Key Problems Encountered in Reorganization 


Both newly organized joint-stock companies and those 
reorganized from former enterprises need to do a lot of 
hard work to deal with a host of problems. So our poll 
questionnaire listed a number of problems encountered in 
reorganization. The top three problems named respec- 
tively were that existing legislation on the shareholding 
upgrade is uncoordinated and incomplete, at 46.0 percent; 
that it is hard to evaluate assets and delimit property 
rights, at 24.6 percent; and that examination and approval 
formalities are tedious, at 11.4 percent. From fourth place 
down, all items were named less than 10 percent of the 
time. This choice sequence was consistent for all types of 
enterprises, showing that sound and complete legislation 
and resolving the property rights issue are the keys to 
better shareholding upgrades. 


5. Dealing with Enterprise Nonoperating Assets 


Under our traditional economic mechanisms, most of 
China’s large and midsize enterprises were characterized 

as “small societies.” So how to deal with nonoperating 
ssestn in hn Geantheidlancemanienten qreetaeann 
thorny problem encountered. Our poll found that share- 
holding companies in the midst of reorganization dealt 
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with this problem mainly in the three ways of converting 


special corporate management 
Most enterprises adopted the methods of converting to 
shares or compensated use through special te man- 


dealing with the matter, and easy to do, the conversion to 
shares is nonstandard, and unfair to new shareholders. 
isting nonoperating assets as share capital is 


shows that all are acting quite cautiously on this matter. In 
addition, in the choice of methods one and three, the ratio 
was 25.4 : 58.6 for state-enterprise reorganization, but 51 : 
34.7 for nonstate-enterprise reorganization, with the sharp 
disparity meriting further exploration of its causes. 


6. The Examination and Approval of Listed Companies 


Since the state adopted in 1992 the method of setting 
annual listed-share quotas with planned assignment by 
region, the examination and approval of listed companies 
has become a matter of concern to all. This poll asked 
questions about listed-company quota control, examina- 
tion and approval terms, and examination and approval 
formalities, finding a clear difference between the views of 
listed and unlisted companies (See tables 9-11). 





Table 9. State Quota Control of Listed Companies (%) 

















Listed Companies Uniisted Companies 
Needing Further 73.3 10.1 
Strict Restriction 
Needing Eased 19.8 65.3 
Restriction 
Maintain Current 11.7 11.1 
Quotas se 
No Restriction $.2 13.5 
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Table 11. Examination and Approval Formalities for 
Listed Companies 

Listed Companies Unlisted Companies 
Quite 24.6 7.5 
Rational 
Some Are 42.6 26.8 
Tedious, but 
Sustainable 
Some Are 18.0 17.5 
Tedious and a 
Waste of Time 
Too Little 14.8 46.1 
Transparency 
and 
Absolutely 
Dependent on 
Man-Made 
Action 
Other 0.0 2.1 











As to the cause of this obvious disparity, it is hard to 
reach a definite conclusion by relying on this poll’s 
results alone. But a possible reason is that as listed and 
unlisted companies (all currently unlisted Chinese com- 
panies are striving to get listed) have different standings, 
mindsets, and interests, their responses to questions 
naturally differed. From the perspective of maintaining 
their high stock market price position to make it easier to 
further distribute shares to attract funds, as listed com- 
panies hope to control the listing rate of unlisted com- 
panies, they took a more positive approach to the many 
current methods of listing, control, while unlisted com- 
panies have the opposite interests, so took a more 
negative approach. 

7. Evaluating the Services of Intermediary Agencies 

The services of intermediary agencies in the organization 
of joint-stock companies are of crucial importance. 
Intermediary agencies are the main force in imple- 
menting the principles of “openness, fairness, and 
impartiality,” with their services needing to ensure com- 
pany interests and efficiency, as well as to protect the 
rights and interests of company outside shareholders, in 
addition to ores a good socio-economic climate for 
the normal and sound development of shareholding 
reform (See tables 12-15). 





Table 10. Examination and Approval Terms for Listed 




















Companies 

Listed Companies Uniteted Companies 
Quite Rational 34.4 14.4 
No Uniform Stan- 24.6 38.9 
dards for All Admin- 
istrative Regions 
Terms Are Harsh, 21.3 21.1 
but Sustainable 
Too Arbitrary, and 16.4 21.0 
Hard To Understand 
Other 3.3 4.6 














Table 12. The Evaimation of Assets-Assessment Agencies 

















(%) 
Satisfac- Average Unsatisfac- 
tery tery 
Work Listed $5.7 39.3 49 
Quality Companies 
Unlisted 45.0 51.9 3.1 
Companies 
Fees Listed 25.4 $0.8 23.7 
Companies 
Unlisted 16.8 53.4 29.8 
Companies 
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Table 13. The Evaluation of Accounting (Auditing) Firms 

















(%) 
Satiafac- Average | Unsatisfac- 
tory tery 
Work Listed 62.3 32.8 49 
Quality Companies 
Unlisted 47.5 48.6 3.9 
Companies 
Fees Listed 23.7 49.2 27.1 
Companies 
Unlisted 20.0 50.4 29.3 
Companies 




















Table 14. The Evaluation of Law Firms (%) 






































and 18.8 percent holding that there was no connection at all. 
This shows that the market prices of the shares in China's 
current joint-stock companies are largely affected not by the 
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China 
share premiums, leaving companies offering shares to set 
premiums based mainly on corporate might, public image, 
and market supply and demand relations, while taking into 
account the future secondary-market price situation. 








Setisioc- Average Unsatisfac- 
tery tery 
Work Listed $8.3 38.3 3.4 
Quality Companies 
Unlisted 36.9 $7.1 6.0 
Companies 
Fees Listed 33.3 43.9 22.8 
Companies 
Unlisted 19.2 $6.3 29.5 
Companies 
Table 15. (The Evaluation by Listed Companies) of Secu- 
rities Underwriting Agencies (%) 
Satisfactery Average Unsatisfactery 
Work Quality 47.5 44.0 8.5 
Fees 45.0 $1.9 3.1 














addition, as to both work quality and fees, listed compa- 


funds through share listings, the services of intermediary 
agencies are worth it to them despite the high fees. 


IV. and Steck 
Enterprise Shareholding Rights 


1. Achievements and Stock 
Enterprise Operating 


While share prices ought to reflect a company’s operating 
achievements, with a company’s operating quality largely 
reflected in its share prices, the responses to that question in 
this poll by listed companies were certainly thought- 
provoking, with only 42.4 percent holding that there was a 


























Distribution 

Lest Half | FlestHolf | Last lief | First Half 

of 1993 of 1993 of 1992 of 1992 
Individual 4.48 431 4.95 4.52 
Share Pre- 
miums at 
Time of 
Issue 
(Yuan per 
Share) 
Listing 24 7 6 4 
Time Dis- 
tribution 
(Enter- 
prises) 
This poll asked questions about share premiums and 
listing times, finding the listing distribution for 41 enter- 
prises in the 2 years of 1992 and 1993 as shown in Table 
16. Table 16 leaves a conspicuous impression, that the 
stock market expanded its capacity rapidly in the last half 
of 1993. But the real situation was that once the state 
issued its plans for 5 billion yuan worth of listings in 1993, 
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percent), and relative holdings [control] (less than 50 _regulated, leaving the percentage of shares as it stands. 
Table 17. Whe Sheuld Held State Shares? (%) 
Overall Listed Companies Unlisted Companies New Companies Reorganized 
Companies 

The State Adminis- 30.3 16.9 33.1 28.6 31.1 
tration of State 
Property 
The Enterprise's 7.2 8.8 7.1 10.2 6.2 
Former Administra- 
tive Responsible 
Department 
The State Property 31.9 43.5 29.4 37.8 29.7 
Investment 
Corporation 
The State Finance 3.3 2.1 3.7 $.1 2.9 
Sector 
The Enterprise Itself 27.3 28.7 26.7 18.3 »” 




















The current percentages of state shares in China’s share- 
holding economy are largely determined by historical 
factors. As to this poll’s question about “whether the too 
high percentage of state shares is adverse to the conversion 
of operating forces by shareholding enterprises,” 21.4 
percent agreed or basically agreed. With this order of a 
high percentage of state shares, as to who should hold state 
shares, the views of entrepreneurs in shareholding enter- 
prises can be seen in Table 17. That the views on who 
should hold state shares are inconsistent, is precisely a 
reflection that state-property operating forces are still 
under discussion and in a state of uncertainty. In addition, 
the table shows that when comparing listed to unlisted 
companies, listed companies prefer holding and manage- 
ment by the State Propety Investment Corporation, while 
unlisted ones favor holding and management by the State 
Administration of State Property; and when comparing 
new to reorganized companies, new companies have obvi- 
ously more rational views, not only showing more prefer- 
ence for the State Property Investment Corporation, but 
2 a a ee 
themselves. 


4. The Trading of Corporate Shares and State Shares 





Table 18. Corporate Shares and State Shares (%) 











Share at Time of Share at Time of 
Establishment Poll 
State Shares 33.8 32.2 
Corporate Shares 45.2 44.5 











1. The status quo and change in corporate shares and state 
shares. For all shareholding enterprises in this poll, the 


average share and changes in the holdings structure of 
corporate shares and state shares are seen in Table 18. 
Table 18 shows that the share of state shares and corporate 
shares in the enterprise holdings structure are both down 
slightly. There is now extremely little legal trading of state 
shares, with corporate shares also traded and transferred 
only among legal persons. The major reason for the above- 
mentioned share decline is that when enterprises expand 
their shares, most state and corporate shares both 
renounce their matching-share rights (with very few state 
shares offered for sale). So how are corporate shares 
traded? This poll shows that of all corporate shares, 85.9 
percent have never been transferred, with 2.8 percent of 
transfers having occurred on the STAQ system, 1.8 percent 


Overall, 35.4 percent hold that ci 
completely deregulated, with 60.3 percent holding that it 
could be conditionally deregulated, but only 4.3 percent 


3. The relations between the corporate-share market and 
the individual-share market. China’s corporate and indi- 
vidual-share markets are now set up separately, with the 
pros and cons of this method having always been under 
debate. This poll found that 7.3 percent of the entrepre- 
neurs in ing enterprises hold that the two ought 
to be rigorously separated, with 57.6 percent holding that 
they should now be separated but ought to be consolidated 
in the future, while 35.1 percent hold that there is no need 
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for them to be separate and that they should be consoli- 























5. Internal Employee Shareholding 
Table 19. Views on the Internal Employee Shareholding 
Percentage (%) 
Overall Listed Unlisted 
Companies Companies 
Should Be 2.4 3.8 2.3 
Less Than 
2.5% 
Should Be 21.2 44.6 16.4 
Less Than 
10% 
Should Be 21.2 10.5 23.5 
Less Than 
20% 
Should Be 49.2 30.5 $2.9 
More Than 
20% 
Unsure 6.0 10.6 49 














sli more rational than unlisted ones, their view still 
sharply from the pertinent regulations announced 


6. On the Relations Between the A and B Share 
Markets 


In China’s stock markets, the A and B share markets 
coexist separately, over which there is both theoretical and 
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is unfair. The major reasons for this injustice were: 1) 
Enterprise income tax rates were not consolidated (56.1 
percent), which obviously referred to the coexistence of the 
two income tax rates of 15 percext and 33 percent; 2) 
assets-evaluation criteria were not uniform (16 percent); 3. 
The actions of the securities management sector were not 
standard (9.6 percent). As to the matter of competitive 
fairness between shareholding and nonshareholding enter- 
prises, as many as 51 8 percent of shareholding enterprises 
held that they had been treated unfairly, with the major 
reasons also concentrated in three areas: 1) “Certain 
nonshareholding enterprises enjoy special, preferential 
policies” (33 percent). 2) The state both takes Bonuses and 
collects taxes from shareholding en making for 
heavier enterprise burdens (33.9 percent). 3) “Local pro- 
tectionism” (13.3 percent). In addition, another factor is 
that 12.9 percent of listed companies hold that our infor- 
mation-disclosure system makes enterprises reveal too 
many operating secrets. 


The above results show that we particularly need to perfect 
our market system as quickly as possible, improving our 
tax policy, changing and abolishing all “preferential mea- 
sures” in our economic policy that are directed at enter- 
prises of various ownership forms, and opposing local 
protectionism, to create a climate of fair competition for 


all types of enterprises. 

Provincial 
Tax Collection From Hunan Individual 
Households 


94CE0732A Beijing ZHONGGUO SHUIWU BAO 
in Chinese 22 Aug 94 p 1 


[Article: “Tax Collection From Hunan Province’s Indi- 
vidual Households Gradually Increasing”) 


[FBIS Translated Text] In recent years, revenue agencies at 
various levels in Hunan Province have been directing their 
attention to the rapid development of the individual 
household economy, and have adopted effective measures 
to enforce revenue collection from individual households, 
so that such revenues have been rising yearly. In 1993, the 
figure broke through the one billion yuan mark for the first 
time when 1.2 billion yuan was collected for the year. For 
the first half of this year, 574 million yuan had already 
been collected, a growth of 25.55 percent over the same 
period a year ago. At present, revenue from individual 
household businesses as a proportion of total industrial 
and commercial revenue has risen from four percent 10 

years ago to over 10 percent, realizing its simultaneous 
growth with the individual household economy. 


In the course of the change to a market economy, the 
Hunan Provincial Committee of the CPC and the provin- 
cial government are expected to develop the privately 
operated individual economy as the new focus of eco- 
nomic growth for the province. A group at the CPC unit at 
the Hunan Provincial Bureau of Revenue studied the 
theory of a socialist market economy and summed up the 
lessons learned from managing and collecting taxes from 
individual households in the past, to establish overall rules 
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for collecting taxes from individual households based on 
“fair tax responsibility, simplified procedures, and differ- 
ential treatment to stimulate the development and 
strengthen revenue collection, in accordance with the 
law.” Taxation departments throughout the province at all 
levels are to follow these guiding principles so that taxation 
of individual households will undergo the healthy trend of 
becoming more regularized and legalized. 


To strengthen the establishment of a legal system, the 
Hunan Provincial Taxation Bureau has summed up its 
experience with tax collection from individual households 
over the years, and by using the data from it as the basis, it 
has prepared a regional set of regulations. Those are the 
“Regulations for Taxing Individual Households in Hunan 
Province.” These regulations were implemented after their 
passage by the Standing Committee of the Seventh Peo- 
ple’s Congress of Hunan Province on 6 January 1993. 
After the “Regulations” were announced, tax agencies in 
the province at all levels began to implement the “Regu- 
lations” and “The Method of Tax Collection and Manage- 
ment.” By following the law strictly, and adhering to the 
legal scope of the regulations, the tax agencies obtained 
rather good results. The awareness of individual household 
businesses in cities and towns was above 95 percent; of 
those in rural villages, above 90 percent. 


At the same time, by using the “Regulations” as a turning 
point, tax agencies at all levels in Hunan Province were 
able to set up an effective system of tax collection and 
management. The bureau adheres firmly to “differential 
treatment” by effectively managing the big individual 
proprietors, managing the medium-sized ones, and 
favoring the small ones. The tax collection takes 
three forms: collecting revenue following an account 
inspection, collecting taxes at a fixed rate, and collecting 
fixed amounts periodically. With respect to the big indi- 
vidual households, classifications standards are set that 
they follow “Account Management for Individual Indus- 
trial and Commercial Householeds” to set up an 
accounting system to implement tax payments following 
account inspection. They cannot be taxed at fixed rates, 
nor can they file taxes. With respect to individual busi- 
nesses in the fixed rate and fixed tax groups, the fixed 
amount of taxes is generally adjusted every six months, 
and no adjustments are made if business conditions during 
the tax period are changed very little. One form of the fixed 
tax is based on a typical estimate which is reported by the 
individual proprietor voluntarily. That is, it is subjected to 
democratic evaluation, SS 
made public, and after three public announcements, the 
individual business proprietor is notified for payment of a 
fixed amount of tax. Another form of the fixed tax is based 
on trade, location, and class of the business. In 1993, 
adjustments in the fixed tax category were as high as 94 
percent, and the amount of fixed monthly taxes, after 
adjustment, increased 25.4 percent over the pre- 
adjustment period. 


Perfection and adherence to these systems have helped 
maintain normal and orderly revenue collection and 
improved its management. By March 1994, a total of 
46,000 individual household businesses in the province 
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have set up account books, comprising 9.3 percent of 
individual household businesses subject to taxation. This 
is an increase of 16.3 percent over the 1992 figure, and it 
basically realizes in the near future, the goal of 10 percent 
for standardized management of taxes collected from 
individual | hold busi 


With the rapid development of the individual household 
economy, management of tax collection from such indi- 
vidually-operated businesses becomes more difficult. In 
recent years, the tax system in Hunan Province has mobi- 
lized forces from several sectors to strengthen tax collec- 
tion from individual household businesses, and has come 
up with some beneficial approaches. 


One is depending on the power at the grass roots to manage 
tax collection. A form of “triumvirate” tax management is 
promoted throughout the entire province. That is, the 
party leadership is the nucleus, the force of society is the 
foundation, and various tax agencies make up the frame- 
work, in a tax management system where responsibility, 
power, and benefits come together. At present, at the grass 
roots below the county level, tax management units have 
been set up and have begun working on a periodic analyses 
of changes in revenue sources, ways to resolve problems in 
tax collection, etc. They are exerting an active effect in 
strengthening the management of tax collection from indi- 
vidual household businesses. 

Second, we must promote a system for agencies respon- 
sible for managing the trades and occupations to collect the 
miscellaneous taxes relevant to the individual household 
businesses. Collection of such miscellaneous taxes is a 
difficult task in individual household business tax collec- 
tion. By developing the strengths of agencies that manage 
the trades and occupations, and entrusting them to collect 
this tax can yield better results. In Hunan Province, the tax 
collection system operates by having the provincial gov- 
ernment take the lead in cementing an effective relation- 
ship with those agencies concerned with the trades and 
occupations. After this, an agreement delineating the scope 
and purpose of their tax collecting duty and authority, 
rewards and punishment is signed with them, entrusting 
them to collect the tax. At present, with respect to activi- 
ties engaged in by individual household businesses such as 
transportation, cultural activities and entertainment, con- 
struction, construction materials handling, mining, labor, 
real estate, etc. in localities throughout the province, this 
system of entrusting agencies responsible for monitoring 
the trades and occupations to collect taxes has been 
implemented. Taxes collected using this approach com- 
prise 8 percent of the total taxes collected from individual 
household businesses. 


Third, we must establish a system that safeguards the tax 
collection process. After agreement and approval at all 
government levels, and from the public, investiga- 
tive, and legal sectors, of public security services, 
tax examiner offices, tax courts, etc. are established within 
the revenue agencies. According to statistics, six public 
security offices, 14 tax examiner offices, and four tax 
courts have been established in 14 localities and cities of 
the province. Another 32 public security service offices, 
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119 tax examiner offices, and 12 tax courts 


collection. The timely investigation and handling of illegal 
cases also assure normality in the tax coliection process. 


Urbanization To Develop Regional Economy 


95CE0002A Chengdu SICHUAN JINGJI RIBAO 
in Chinese 14 Sep 94 p 1 


[Article by Yang Jun (2799 6874): “Development of 
Urbanization Will Carry the Regional Economy Along 
With It: Interview With yy ys ee 3419 2837), 
Director of the Sichuan Academy of Social Sciences’ 
Economic Research Institute”] 


oo Tee ae 15 years of reform, much has 
Sichuan’s economy. Since 


changes in its cities and i i 
which are near cities), with some pillar industries formed. 
But since the start of this decade, the pressures on Sichuan’s 
economy have also been considerable. The province’s very 
large population is the principal reason, the original eco- 
nomic base not being up to it. Therefore, how to accelerate 
Sichuan’s economic t has become an out- 
sanding previom, En Gite, the course of Sichuan’s essnemic 
in the 1990s has become a particularly impor 
tant issue demanding study. In 1992 we proposed a “single 
line” developmental route, and later on proposed “parallel 
lines,” while someone else suggested a “split and divergent 
line.” In 1993, _ we proposed a development route of “sup- 


aaliesinaaensdiesenaitniiindion: 
As the developmental route of the nineties, Sichuan’s focus 


Chongqing), 
Nelisngh znd counties and towns. China is curently in 


economy. 
una in 10 to 20 years from now Sichuan’s economy will 
were and not follow a crooked path. 


(these also give urban residence), concentrating the popu- 
lation in the cities. We feel that Sichuan can adopt this 
experience. But we should note one thing: that is, we 
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cannot simply concentrate the population in the cities, 
rather, we must consider what is best for urban economic 
development. Moreover, we should consider the 
blue residence card something that can be 

among Sichuan cities. We estimate that this will show the 
way to converting Sichuan’s agricultural labor 
force of 25 million into an industrial labor force by the 
year 2000. This is not just a question of transferring 
population, it is a question of economic development. 
The greatest obstacle to urbanized and industrialized eco- 
nomic development in Sichuan is transportation. Ly 
most difficult problem now is that while 

needed, capital is in short supply. I fee! this can be handled 
in two ways: one, attract more foreign investment; two, in 
capital management implement policies which give pref- 
erence to transportation. At present, Sichuan should stress 
developing transport along the route of the Changjiang 
River. The State has proposed a plan for the development 
of 20 cities along the Changjiang, from Shanghai to Chong- 
qing. Sichuan should make the fullest use of this golden 
waterway by linking up railways, highways and waterways 
into a transportation network, developing an urban 
economy along the route of the Changjiang. 

If Sichuan can put sufficient emphasis on its Western plain 
and along the Changjiang, truly forming an urban eco- 
nomic group, an urban economic network, then Sichuan’s 
economic power will come to the fore, and Sichuan will 
naturally become the economic leader among China’s 
Western provinces, even become the industrial leader of 
the Western provinces. 


Finance, Banking 


Bureau Head: Foreign Exchange Reform ‘Success’ 


9SCE0026C Beijing ZHONGGUO XINXI BAO 
in Chinese 14 Sep 94 p 2 


Article by own reporter Chen Jing (7115 5464): “Zhu 
wa (2612 1420 5478), Director, State Bureau for 
Foreign Exchange Control, Points Out: Distinct Successes 
Have Been Achieved in the Reform of China's Foreign 
Exchange System”} 
[FBIS Translated Text} At an international symposium on 
“China: Its Financial and Economic Growth,” held a few 
days ago in Shanghai, Zhu Xiaohua, vice president of the 
People’s Bank of China and concurrently director of the 
State Bureau for Foreign Exchange Control, said, the reform 
of China’s foreign exchange control system, effective from | 
January of this year, has been a very distinct success. 


Zhu Xiaohua pointed out that the long-term objective of 
the reform of China’s foreign exchange control system is 
the free convertibility of the RMB. However, the process 
will be a gradual one, and our short-term objective is to 
achieve a conditional convertibility of the RMB for regular 
items. When the exchange rates were equalized this year, 
the value of the RMB started out at 8.7 to U.S.$1.-. The 

en ae Ul Ge ane Ged ol ee 
somewhat, maintaining a rate of around 8.55 to the dollar. 


Zhu Xiaohua revealed, since the start of the year, China’s 
official foreign exchange reserve has greatly increased and 
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reached $15 billion by the middle of August. Last year, 
China absorbed $26 billion foreign investments, which 
ion, compared to the 


eign investments. 

Zhu Xiaohua also said, the successful reform of the foreign 
exchange control system directly favors the foreign trade 
enterprises. During January to July this year, the total 
value of China’s imports and exports had increased 24.8 
percent, compared with the corresponding period of last 
year; imports increased 19 percent and exports increased 
31.2 percent, which reversed the past state of weakness in 
exports. Export increases had been achieved on the basis of 
a stable development of the economy, never on the basis of 
sacrificing domestic markets. 

When discussing China’s open operations on the foreign 
exchange market, Zhu Xiaohua informed that during April 
to August this year the volume of transactions between the 
designated foreign exchange bank and its clients had 
reached $6.82 billion. He said, the success of China’s 
reform of its foreign exchange system is mainly due to an 
excellent macroeconomic operational environment. Since 
last year, China's national economy had been effective in 
its macroeconomic ion and control, and in the 
present reform of the ign exchange system this effec- 
tiveness to coordinate and supplement had exceeded what- 
ever it had been during the preceding 15 years. 


The present international symposium on “China, Its 
Financial and Economic Growth,” which was jointly spon- 
sored by the Bank of China and OUZHOU ZAZHI 
{[EUROCURRENCY) magazine, had in particular 
assessed investment opportunities in China, and discus- 
sions were held on such special issues as the reform of the 
financial and securities markets, the new financial organi- 
zation and its specifics, and trade financing. Wang Xue- 
bing [3769 7185 0393], president of the Bank of China, 
and Lei Zuhua [7191 4371 5478], president of the Chinese 
Import-Export Bank, attended the meeting, together with 
representatives of the fir ~cial circles from over 10 coun- 
tries and from within 1 


Tax Official Say — Tax System ‘Successful’ 


95CE0026D Beijing .siONGGUO XINXI BAO 
in Chinese 5 Sep 94 p 2 


[By own correspondent Huang Yiding (7806 0001 0002): 
“High-Ranking Official of the State Bureau of Taxation 
—s Is Successful Beyond Expecta- 
tions” 

[FBIS Translated Text] At the high-level international 
symposium, “The Next Step in China’s Reform of the 
Economic System,” Xu Shanda [6079 0810 66/1), head of 
the legislative section in the Bureau of Ta.:ation 
pointed out: The excellent results of the new tax system, 
now in operation for somewhat over six months, exceed all 
original expectations. The new tax system, which has now 
been given a legal framework, with uniform legal tax 
provisions, and which embodies a fair system of taxation, 


JPRS-CAR-94-051 
27 October 1994 


has, for the first time after so many years of China's 
reform, achieved the simultaneity of economic develop- 
ment and increased tax revenue. This clearly indicates that 
the plan for reform of the tax system has been fully 
consistent with China’s national condition. 

Section chief Xu believes that the operation of the new tax 
system has essentially accomplished the objective of placing 
tax collection on a legal basis and of unifying the legal 
provisions of taxation. The capriciousness in the way tax 
laws had been enforced in the past has been largely elimi- 
nated. It has also greatly reduced expectations of preferen- 
tial tax treatment among enterprises. Most entrepreneurs 
have begun to make policy decisions in conformity with the 
norms of the tax law. Progress in the direction of greater 
fairness in the tax burdens has also been beyond expecta- 
tions, and as such very beneficial in reducing the tax 
burdens within the market economy, beneficial also with 
regard to the irrational guidance that had been given to the 
direction of enterprise investments, now rather letting the 
enterprises make their own business decisions altogether 
according to market conditions. The new tax law very 
effectively streamlined tax categories. Local taxes have not 
yet been reformed, but this reform will now also be vigor- 
ously taken in hand in the course of the simplification of the 
tax system. Besides that, we have already been initially 
successful in a sensible determination of the respective 
jurisdictions of central and local governments, and in doing 
away with the policy of granting tax reductions or tax 
exemptions to particular enterprises. This has had the 
distinct effect of concentrating tax authority, and as a result 
the scale of tax revenue is now essentially being determined 
by the tax tariff fixed by law. After April or May this year, 
some local governments were up to no good, but that was 
mostly put right, and put right most speedily. The central 
authorities are pursuing macroeconomic regulation and 
control much more forcefully than before the reform of the 
system. According to initial computations, tax revenue, as 
affected by the present reform, was to remain more or less 
on the same level, but it actually increased by 30 percent 
during the last half year, of which about half was due to the 
economic development. If we compare this with the state of 
affairs during the last few years when tax revenue increases 
were left far behind the pace of economic developments, the 
situation has indeed been greatly turned around and indeed 
for the better. The proportion of revenue of the central 
government is now computed at 57 percent, while it had 
only been 52 percent at the beginning of the year. 


Section chief Xu believes that there are still some problems 
in th*s year’s tax reform that must be attended to: 


First. . »ervision and control in the handling of invoices for 
valu. # “ d taxation is inadequate, and tax evasions still 
occur oy means of invoices presented for value-added 
taxation. If this problem is not effectively resolved, it can 
possibly spell failure for the reform of the tax system. The 
State Tax Bureau and other departments are therefore 
presently adopting forceful measures, including monitoring 
with computers, involvement of judicial agencies, etc. 


Second, the problem of delineating tax authorities; the most 
serious dispute is over whether the local governments shall 
have legislative power in matters of local taxation. In the 
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epinion of tee Sato Tos Rusean Gass ons eo ennat ae 
taxes, one type is subject to central government legislation 
and one type is subject to local government legislation. 


Third, the problem of setting up an organization for state tax 
collection and separately a local organization for local tax 
collection. The all-China conference on financial and tax 
affairs had definitely decided that the separate establishment 
of these tax organs shall be completed before 30 September. 
After this will have been done, the administration of state 
taxes and relevant law enforcement will be conducted with 
much more severity, and this will reduce cases of tax evasion. 
At the same time, the local tax bureaus will more energeti- 
cally and more effectively pursue the collection of tax in such 
tax categories that still show potential as larger tax sources, 
so as to increase local tax revenue. 


Foreign Debts To Reach $100 Billion in 1994 


94CE0748A Hong Kong TANG-TAI [CONTEMPORARY] 
in Chinese No 8, 15 Aug 94 pp 42-45 


[Article by Wang Hsien-yu (3769 6343 0147): “China’s 
Foreign Debts To Reach $100 Billion”) 


[FBIS Translated Text] PBC Vice President Chen Yuan 
[7115 0337] points out in his China Financial 

that China’s foreign debt balance is likely to top $100 
billion in 1994, The future growth of China’s foreign debt 
"crc widespread concern among figures in all walks of 
ife. 


China’s policy of taking on foreign debt over the last dozen 
years or so has achieved obvious results, having become an 
exceptionally important factor in its economic growth. 
Such borrowing has partially resolved China’s domestic 
problem of a shortage of construction funds, upgrading 

“bottleneck” industries that have long limited China’s 
economic growth, spurring the growth of related domestic 
industries, and importing much overseas advanced tech- 
nology, equipment, and management expertise. 



































China’s Debt Situation in Recent Years 
Year *Foreign *Gress Ratio of Foreign 
Debt Balance Experts Debt** to Exports 
(%) 
1985 160 274 58.4 
1986 215 309 69.6 
1987 302 394 16.6 
1988 400 475 84.2 
1989 413 $25 78.7 
1990 $25 621 84.5 
1991 606 718 84.4 
1992 693 850 81.5 
1993 836 918 91.1 














*Unit: $100 Million 


**Debt is calculated as the ratio of mid and long term 
to current accounts (trade and nontrade), slightly different from 
calcultton method used here. 





debt 
the 
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China’s Foreign Debt Balance Is Over $80 Billion 


By the end of 1993, China’s foreign debt balance had 
reached $83.6 billion, up more than 20 percent from the 
end of 1992, and is likely to top $100 billion in 1994, 
having entered since 1991 a sustained four to six-year 
repayment peak. 

Such too brisk foreign debt growth momentum is putting 
aftermath pressure on size control and loan repayment. 
As to per capita foreign debt, while China’s foreign debt 
size still leaves China a low-debt country, its foreign debt 
growing faster each year than its economy is already 
putting potential pressure on its foreign debt management 
and loan repayment. Since the beginning of the 1980s, 
except for 1989 when its debt growth clearly slowed due to 
the impact of political factors, China’s foreign debt bal- 
ance has grown faster than its economy every year. From 
1979 to 1983, China’s foreign debt balance grew faster 
than its GNP and national income by an average of 36 
points a year, which excess grew to 47 points for 1984 to 
1988, but dropped to 10 points for 1989 to 1991. 


China’s debt size evolution has been a process of sudden 
rise and relatively stable growth. Before 1985, its foreign 
debt balance grew only an average of about $800 million a 
year, for a gross balance of $4 billion; but in 1985 it 
suddenly grew to nearly $16 billion. Then in 3 years (1986 
through 1988), it grew nearly $25 billion, quickly topping 
$40 billion, as well as entering a period of sustained growth 
averaging nearly $9 billion a year, with new loans aver- 
aging more than $10 billion a year to reach $18.9 billion by 


1991, for a growth highpoint. 


A Ratio of F Debt to Foreign Exchange Earnings 
of 90 Percent Is the Warning Line 


This sustained rapid growth of foreign debt size has 
pushed China's debt index toward the critical point. As to 
the foreign debt size index reflecting a country’s national 
endurance—the debt rate (the ratio of mid and long term 
foreign debt to GNP)—China’s was 2.3 percent for 1981 
through 1985, up to 9 percent for 1986 to 1990, and up 
again to 13 percent for 1991, near the internationally 
accepted warning line of 15-20 percent. As to another 
index of debt size—the ratio of mid and long term foreign 
debt to trade and nontrade export earnings—China’s 
leaped from i7 percent for 1981 through 1985 to 86 
percent for 1986 to 1990, and then again to 92 percent for 
1991, only 8 points below the internationally established 
warning line, putting China into the ranks of a medium 
debt country. 

While this net inflow of foreign debt has eased China's 
foreign exchange fund shortage to a certain extent, 
domestic accumulation and borrowing have been out of 
synch, leaving related domestic funds always in very short 
supply, thus causing the conversion of foreign debt into 
RMB funds. On the other hand, there is a very close 
relation between borrowed foreign debt and receipts and 
spending, particularly during years of fiscal deficits, when 
the two need to grow in the right ratio, so that the ratio of 
borrowed foreign debt to spending is not too high. But 
China's foreign debt balance is growing at an average rate 
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f Neeewane, with its ratio of new foreign-debt draw 


to spending averaging 26 percent a year, higher than 
Thailand’s 20 percent. 


This latent debt-structure conflict is limiting to a certain 
extent higher marginal utility in foreign debt orientation. 


As Commercial Loans Increase, Fundraising Costs Rise 


Commercial lending has been growing too fast, bringing a 
corresponding rise in fundraising costs. As capital demand 
grows steadily, the terms for mid and long term conces- 
sional loans tend to worsen, thus shifting borrowing chan- 
nels to commercial lending, and leaving the debt structure 
growing in an adverse direction. Since the mid-1980s, this 
trend in China’s debt financing has ever more 
obvious. From 1986 to 1990, commercial lending 
increased sharply at an average rate of 11.3 points a year 
more than concessional loans, with its share of China's 
foreign debt balance increment up from 1985’s 34 percent 
to an average of about 65 percent a year from 1986 to 
1990. This incremental change has changed China’s 
overall loan structure, with its ratio of commercial loans to 
gross foreign debt up from 35 percent at the beginning of 
the Seventh Five-Year Plan (1986 through 1990) to more 
than 55 percent by 1990, near the average for developing 
countries of 58 percent. 


While commercial lending has simpler lending formalities 
and relatively easier use terms, it has high interest rates, 
using mostly floating exchange rates, so is easily impacted 
by international money-market turbulence. In addition, its 
repayment terms are shorter and more concentrated, 
which objectively gives China a heavier burden of debt 
cost. 


Over 80 Percent of China’s Foreign Debt is Long Term 


While China’s long and short term debt structure is quite 
appropriate, an adverse change momentum is appearing. 
The debt term structure is a regulatory means for planning 
future capital outflow. China has always tried to balance 
its repayment terms for borrowed foreign debt, to prevent 
too much short term debt from creating repayment prob- 
lems. In 1985, China’s short term debt exceeded for a time 
its foreign debt balance by 40 percent, after which it was 
very quickly adjusted, falling through the Seventh Five- 
Year Plan, when mid and long term debt grew faster. From 
1986 to 1990, China’s mid and long term debt increment 
stood in a ratio of nearly 99 percent to its foreign debt 
balance increment, reaching by 1992 $58.5 billion overall, 
making up 84 percent of its foreign debt, while its short 
term debt made up only 16 percent, far below the interna- 
tionally recognized warning line of 25 percent. 


But two problems need attention. 


1. In China’s new annual foreign debt loans, the share of 
mid and long term debt is falling, down from 1986's 86 
percent to 57 percent for 1990 and 45.7 percent by 1992, 
while the short term debt share is rising steadily. 


2. There is a trend of using short term loans for long term 
projects, or investing short term loans in projects with 
longer construction cycles, causing the appearance and 
spread of new borrowing to pay old loans. 
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pee ties ant Ge Ven Maho op 70 Success of Chae’ 
Foreign Debt 

China’s debt-currency structure is too concentrated, 
causing a debt-income loss due to exchange-rate volatility. 
When raising foreign debt, the choice of currency is a basic 
factor directly affecting the overall cost of the borrowed 
foreign debt. China’s present foreign debt currency- 
structure is irrational, subject mainly to two problems: |. 
The currency is too concentrated. Ever since China began 
borrowing, dollar and yen debt combined have always 
made up more than 70 percent of its foreign debt balance. 
This order has been ranked by the IMF as an unsafe 
foreign debt currency structure. And as the yen exchange 
rate is always appreciating, the yen has become the most 
crucial currency causing China’s debt loss. 2. There is a 
definite gap between China’s export earning and state 
foreign exchange reserves currency structures and its for- 
eign debt currency structure, which has also become a key 
debt-risk factor in the repayment process. 


China’s debt creditors have changed. When China first 
began tc borrow, its major fundraising targets were foreign 
government loans. As reform and opening advanced, while 
China’s fundraising channels gradually diversified, foreign 
govenment loans still made up nearly 38 percent of its 
foreign debt balance until 1984, while overseas bank and 
financial institution loans accounted for only 4 percent. 
But since the Seventh Five-Year Plan, nearly 50 percent of 
China’s new foreign-debt loans have come every year from 
overseas bank and financial institution loans, bringing a 
sharp change to China’s creditor order. By 1992, China’s 
percentage of loans from overseas banks and financial 
institutions had topped 30 percent, 14 points higher than 
the share made up by foreign government loans. 


China’s F Debt Fund Investment Is Slanted 
Toward Basic 


As most of China’s foreign debt funds are controlled by 
various Chinese ministries and commissions and the BOC, 
their investment structure coincides roughly with the 
state’s macroeconomic intentions. But for many years, too 
large a percentage of China’s borrowed foreign debt funds 
have been spent on infrastructures. During the Sixth 
Five-Year Plan (1981 through 1985), China’s ratio of mid 
and long term loans spent on power and transportation to 
its foreign debt balance was 67 percent. And while this 
ratio somewhat during the Seventh Five-Year 
Plan, it still topped 52 percent. While such an investment 
structure has eased the “bottleneck” limitations on eco- 
nomic growth created by infrastructure shortages, as these 
industries either do not directly generate foreign exchange 
earnings or have poor economic efficiency, it is hard to 
ensure that the projects per se can generally repay the 
loans, thus creating great repayment pressure. Particularly 
as commercial loans make up more than 50 percent of 
China’s mid and long term debt balance, this problem will 
grow ever more glaring. 


Interest and Amortization Fund Balance Creates 
Pressure 


China is now in a peak debt repayment period. While its 
interest and amortization was $4.4 billion in 1986, it had 
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reached $9.5 billion by 1992, with its debt service rate 
index topping the standard set by the World Bank of 15 
percent. Repaying this foreign debt principal with interest 
will have certain adverse impacts on the normal and stable 
growth of the Chinese economy. 


1. As reform and opening have proceeded, China’s eco- 
nomic dependence on the outside world has grown 
steadily. But as China’s import exchange settlement rate 
has always been higher than its export exchange settlement 
rate, with its import elasticity coefficient smaller, and 
exports being mostly products with lower added value, this 
greater dependency certainly will not enable China’s for- 
eign exchange earnings to meet interest and amortization 
charges when servicing its debt, while meeting the need for 
foreign exchange for import growth. 


2. China’s steady growth of foreign debt interest and 
amortization costs will put a heavier burden on its fiscal 
spending, while payment fluctuation might exacerbate its 
imbalance of receipts and spending. For instance, while 
interest and amortization costs made up 10 percent of 
China’s fiscal spending in 1986, this figure had leaped to 
nearly 18 percent by 1991. 


3. Az: to China’s foreign exchange reserves makeup, most 
of then: are BOC reserves, which averaged about 74 
percent from 1986 to 1990, while some state foreign 
exchange reservcs are foreign exchange retained by locali- 
ties and enterprises, icaving the state certainly with very 
little reserves that it can truely use directly at any time to 
make up foreign exchange shortages. In this case, as the 
repayment peak has arrived, China’s ratio of foreign 
exchange reserves to foreign debt has fallen steadily, down 
from its 2.1 for 1986 to 1990 to 1.4 by 1991, lower than the 
internationally established norma! value ‘of 2-2.5. This 
remains the state of affairs, which is point one. 


China’s Foreign Exchange Conversion Market Prices 
Rise Under Pressure 


Point 2. In light of China’s realities, the World Bank holds 
that not too many foreign borrowing windows should be 
established, and that they should be kept under 10 to keep 
from losing centralized control over them. But before 
1988, China’s direct overseas debt financing windows had 
already increased to more than 170, with its competition 
and disregard for fundraising costs on international money 
markets causing the appearance of a debt decentralization 
trend. By 1990, the part of China’s debt that was under 
centralized government control as to borrowing and repay- 
ment had dropped to less than 10 percent of its foreign 
debt balance, while the part that was centrally borrowed by 
the government but repaid by localities, departments, and 
enterprises themselves had climbed to 37 percent, and the 
part that was raised and repaid by enterprises themselves 
had topped 53 percent. As China’s credit rating is not high, 
financing costs are naturally higher, creating great foreign 
management difficulties. 

Meanwhile, the debt service subject has shifted from 
mostly centralized debt service by Central foreign 


exchange to shared service by the Center, localities, depart- 
ments, and enterprises. During the Sixth Five-Year Plan, 
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China’s ratio of centrally-repaid foreign debt principal 
with interest to its gross interest and amortization costs 
was about 77 percent, peaking at 92 percent, which fell 
quickly in the Seventh Five-Year Plan, having plunged to 
less than 10 percent by 1991. It similarly needs noted that 
since the debt service subject has shifted, the fundraising 
channels for debt repayment by local governments and 
production enterprises have begun to shift to the foreign 
exchange conversion market. It can be predicted that 
depending on converted foreign exchange to repay foreign 


‘ debt principal with interest will gradually become China’s 


major form of foreign debt repayment. And what will 
follow will be that foreign exchange conversion market 
prices will be driven up by supply and demand, which 
already occurred in 1992. 


Foreign Debt Shifts to Domestic Debt 


Point 3. While China’s national debt service rate index is 
below the internationally established warning line, many 
local governments and enterprises are experiencing debt 
repayment problems, with overdue debts and new bor- 
rowing to pay old debts. Meanwhile, as China practices an 
“overseas window” system for its foreign debt, project 
units generally cannot have direct borrowing relations with 
overseas creditors, but rather must work through financial 
institutions or functional departments as intermediaries, 
which intermediary agencies generally require all local 
planning commissions to act as administrative security for 
project units, while financial institutions, as project secu- 
rity, also require local planning commissions to put up 
counter guarantees, leaving the debt service risks actually 
on local planning commissions. During the repayment 
period, local planning commissions have to raise for 
project units not only foreign exchange funds, but also the 
necessary RMB. So to preserve their own province’s and 
city’s overseas debt financing credit, many localities are 
already converting foreign debt to domestic debt, putting 
the burden onto the state. 


This analysis shows that while China is still a low debt 
country, a number of signs already show that its foreign 
debt climate is growing in an adverse direction. This will 
be bound to have certain negative side-effects on China’s 
— practice of an overseas borrowing policy in the 


Causes of Enterprise Capital Shortage, Remedies 


94CE0748B Dalian CAIJING WENTI YANJIU 
[RESEARCH ON FINANCIAL AND ECONOMIC 
PROBLEMS} in Chinese No 7, 5 Jul 94 pp 37-38 


[Article by Chang Wenju (1603 2429 5282); edited by 
Xiang Da (0686 6671): ‘“China’s Enterprise Capital 
Shortage: Causes and Remedies”’] 


[FBIS Translated Text] As our socialist market economy is 
developing, while its market-orientation has brought 
thriving vitality to our enterprises, the very glaring con- 
flicts of a capital shortage and lack of stamina have become 
a key obstacle to our enterprise market development. This 
article explores the impact of the economic operations of 
Chinese industry in 1993 on easing our current enterprise 


capital shortage. 
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I. The Economic of Chinese Ind in 
1993 and Eaietine Mater Provleess — 


In 1993, China’s industrial output continued to grow 
quickly, with a gross output value (at current prices) of 
4.0472 trillion yuan for the year, up 23.9 percent from 
1992, and an industrial added value of 1.414 trillion yuan, 
up 21.1 percent from 1992. In all industry, the growth was 
6.4 percent for state enterprises, 28.6 percent for collective 
enterprises, including 41.3 percent for township-run 
industry, and 46.2 percent for Sino-foreign joint and 
contractual joint ventures and FIEs. Our large and midsize 
enterprises grew 14.4 percent, maintaining a steady growth 
momentum. As to our industrial structure, while light and 
heavy industry both grew overall, heavy industry grew 
more than light industry. Our light industry had a gross 
output value (at current prices) of 1.68644 trillion yuan for 
the year, up 22.3 percent from 1992, with an industrial 
added value of 669 billion yuan, up 19.9 percent from 
1992; our heavy industry had a gross output value (at 
current prices) of 2.36075 trillion yuan for the year, up 
24.8 percent from 1992, with an added value of 745 billion 
yuan, up 22.2 percent from 1992. 


While our industrial output grew quickly and overall, our 
industrial economic efficiency also improved somewhat. 
In 1993, our composite index of industrial-enterprise 
economic efficiency rose from 1992’s 89.5 to 96.6. This 
included our industrial product sales rate up from 95.5 
percent to 96.4 percent, our rate of profits and taxes on 
capital fund up from 10.1 percent to 10.6 percent, our 
profit rate on costs and expenses up from 4.2 percent to 4.7 
percent, our working capital turnover frequency up from 
1.66 times to 1.71 times, and our workforce productivity at 
added value up 19.8 percent. 


But while noting the successes achieved in the economic 
operations of Chinese industry, we need to even more 
soberly analyze certain pessimistic difficulties and prob- 
lems that exist in China’s industrial output, mainly the 
following: 1. Our industrial output growth is uneven, with 
municipal-industry output value down, and enterprises 
suffering from a quite glaring problem of losses. Since the 
beginning of 1993, while we have seen a national preva- 
lence in municipal industry of overall economic efficiency 
up sharply, with lower product inventories and higher 
production-sales rates, industrial output value is down, 
with enterprise losses increasing. 2. Our pace of conversion 
of enterprise operating forces is quite slow, making it hard 
to adapt to market change, which is most evident in large 
and midsize state enterprises. 3. Enterprise capital remains 
tight, with macroeconomic restraint factors up. This cap- 
ital shortage has now become a focus of common concern 
for government at all levels, enterprises, state revenue, and 
banks. 


II. The Causes of Our Industrial-Enterprise Capital 
Shortage 


Since late August 1993, while banks have gradually 
become more flexible, with the central bank’s basic money 
supply up sharply, and special banks’ reserve currency also 
growing very briskly, all areas still generally report that 
since macroeconomic regulation and control measures 
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have been eased, quite a few enterprises are still experi- 
encing a capital shortage. From the end of 1993 to the 
present, the central bank has tightened its financial mac- 
roeconomic regulation and control dynamics, pursuing a 
firm monetary policy, as well as carrying out a vigorous 
structural adjustment, which has eased the working capital 
shortages for certain priority enterprises, while making 
funds even tighter for many nonpriority enterprises in all 
areas. 


So what actually are the causes of our capital shortage? We 
hold that while the surface cause of our capital shortage is 
ccsatany disorder, its deeper cause is an economic struc- 
tu w. 


The capital shortage caused by economic disorder can be 
seen mainly as follows: 1. Local government behavior is 
characterized by selfish departmentalism. As our fiscal 
package system develops, while local fiscal autonomy 
grows steadily, with local fiscal vigor also growing steadily, 
this is accompanied by the inherent system abuse of 
local-government selfish departmentalism growing ever 
more glaring, with spreading local protectionism. So all 
local governments are demanding more bank credit to 
stimulate their economic growth without regard to local 
qualifications, recklessly setting aside land for develop- 
ment zones and starting new projects, which creates great 
capital-shortage openings. 2. Enterprise actions are short- 
term. As the contract system makes it hard to establish 
powerful restraint forces, enterprise actions are growing 
ever more severely short-term, which can be seen in 
excessive striving for short-term results in fund orienta- 
tion. This leaves enterprises with an ever growing demand 
for bank credit funds, while giving quite a few banks a 
greater degree of asset risk with too little return, further 
sharpening the shortage. 3. Fiscal conduct consists of 
overdrafts. Fiscal overdrawing appears in the form of the 
fiscalization of credit funds, having various manifesta- 
tions. The most thorny banking problem at present is that 
since banks have acquired centralized rsponsibility for 
working capital, the former provision that state revenue 
should supplement enterprise self-supplied funds and 
appropriate without compensation enterprise renewal and 
upgrading funds has been completely shifted to banks, 
leaving banks with a hard [mandated] shortage, and put- 
ting an unbearably heavy burden on banks’ working capital 
supply. 4. The financial order is in chaos. In recent years, 
phenomena, such as illegal bank iending, granting loans as 
favors, reckless lending, and chaotic guaranty, have caused 
many overdue and bad loans, which is one of the major 
causes of the banking capital shortage. Meanwhile, finan- 
cial institutions and nonfinancial institutions seek only to 
maximize their own profits so that, even while capital is in 
severely short supply, they do all possible to recklessly 
borrow funds to expand their credit scope and the oper- 
ating scale of their own companies. This chaotic financial 
order only worsens the capital shortage. 


The deeper cause of our capital shortage is an economic 
structural flaw. China’s economic reform is aimed at 
establishing a socialist market economy. But while this aim 
is established, the intensification of related system reforms 
is still proceeding with difficulty, with fiscal and monetary 
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reforms particularly lagging. This can be seen quite con- 
spicuously in that planned disposition remains dominated 
by a planning flavor smacking of administrative division, 
which inevitably causes “bottleneck” limitations due to 
the capital shortage, and leaves no permanent solution for 
the longstanding problem of an imbalanced industrial 
structure. The glaring problem in our current economic 
operations remains our irrational structure that is keeping 
our economy out of a good cycle, causing more conflicts in 
our economic operations and an increasingly tight macro- 
economic climate, and obstructing stable economic 
growth. This can be seen conspicuously in that: |. Rail 
freight “bottleneck” limitations are worse. In 1993, our 
rail freight volume was up only 2.9 percent from 1992, far 
less than our industiral economic growth; 2. Our energy 
growth does not meet our industrial growth demand, with 
our 1993 gross energy output (standard fuels) up only 2.2 
percent from 1992, also far below our industrial economic 
growth. It is thus obvious that “bottleneck” limitations are 
threatening the normal operation of our economy. This is 
caused by an irrational capital-flow orientation, which in 
turn is due to our current system and policies. So in a 
deeper sense, our capital shortage is a structural flaw. 


III. Remedies To Ease Our Capital Shortage 


This analysis shows that as our capital shortage has quite 
complex causes, diverse measures will be needed to ease it, 
with an ultimate solution having to depend on reform, as a 
wholesale solution would be impossible. The following are 
merely certain options for specific remedies aimed at 
current realities. 

1. We need to tap potentials to revitalize our capital 
inventory. Aimed at the reality of the enterprise capital 
shortage with a continued increase in irrational capital 
tie-ups, the banking sector needs to tap potentials and 
reduce spending, liquidating irrational tieups as a break- 
through for resolving enterprise funding difficulties. Enter- 
prises also need to take feasible steps to clear out over- 
stocked raw materials and finished goods, while making 
great efforts to collect goods payments. And the govern- 
ment needs to dispose of projects that are out of line with 
national industrial policy, do not have funding sources, are 
unqualified as to construction terms, and have unclear 
market prospects, resolving to stop or slow construction of 
a number of projects, clearing out capital to ensure priority 
demand, and adjusting the construction order, to make 
plans for our whole society’s gross capital. 


2. We need to cut back the three capital tie-ups, continuing 
to liquidate “triangular debt.” The three capital tie-ups 
and “triangular debt” that we sharply cut back and liqui- 
dated in 1991 and 1992 have resurged recently, with a 
stronger momentum than the last time. To resolve the 
capital shortage due to too much capital tied up in the 
three funds and “‘triangular debt,” enterprises will have to 
tap inner potentials, instead of merely being dependent on 
banks to inject capital, while the government needs to 
make great efforts to solve the problem of “bottleneck” 
limitations, such as transportation and energy shortages. 
Meanwhile, banks need to vigorously publicize commer- 
cial draft acceptance aimed at the reality of the new 
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accounting regulations that went into effect in July 1993, 
gradually guiding enterprises onto a track of using com- 
mercial credit notes. 

3. We need to establish supplementary mechanisms for 
enterprise working capital, broadening the self-regulation 
forces for enterprise capital demand. The demand for 
working capital by Chinese enterprises has long been 
dependent on either banks or state revenue, leaving enter- 
prises themselves without the awareness or motivating 
force to supplement their own working capital. This makes 
it hard to meet the needs of enterprise market competition 
and growth. So from now on, enterprises need to do all 
they can to replenish the working capital that they need, 
while the pertinent departments need to create a more 
relaxed external climate for enterprises to augment their 
working capital. 

4. We need to speed up our capital dispatch, using our 
limited capital where it is needed most. Special banks need 
to adjust and dispatch their own credit capital and scale 
faster, managing well while acting quickly, to use limited 
resources in the places where they are most needed for 
economic development. So we need to place a long- 
standing emphasis on rectification of our financial order, 
to keep financial disorder from sharpening our capital 
structural flaws. 


5. We need to establish sound self-restraint forces for 
special banks. We need to delimit financial property rights, 
gradually upgrading special banks to the joint-stock 
system, to broaden financing channels, increase capital 
sources, and resolve our current enterprise production and 
construction capital shortage. Once we establish a policy 
bank, we will need to upgrade special banks to ia 
commercial banks, to speed up the separation 
financing from commercial banking. 


Shanghai’s Financial Markets Extend Nationwide 


95CE0026A Beijing JINRONG SHIBAO in Chinese 
23 Aug 94 pl 


[Article by own correspondent Li Jisheng (2621 3444 


3932) by wire from Shanghai, dated 22 August: “Shang- 
hai’s Financial Center Extends Business Nationwide”] 


[FBIS Translated Text] Induced by the macro-financial 
environment since the beginning of this year, two rather 
remarkable changes have begun to occur in i’s 

short-term money market: First, the aggregate nds 
loaned short-term by the various financial institutions in 
Shanghai during January to July of 97.15 billion yuan, a 
comparative decline of 5.25 billion yuan, or by 35 percent, 
represented a marked change in volume. Second, during 
the same period, the Shanghai Financial Center had made 
short-term loans to the amount of 40.25 billion yuan, 
which was a comparative increase uf 3.3 percent, and the 
proportion of the said center’s short-term loan volume in 
the entire Shanghai money market had risen from 24 
percent during the corresponding period last year to 45 
percent in the same period this year. By the end of July, the 
balance of short-term loans of the Financial Center for the 
first time exceeded 10 billion yuan. This indicates that the 
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macroeconomic regulation and control, order was indeed 
improved in the credit and loan sector and in the short- 
term loan market, at Shanghai as well as nationwide. 


cent cash reserve for payments. The extent to which banks 
have become self-sufficient in funds has correspondingly 
reduced demand for short-term loans, especially the need 
to borrow short-term money, and, as a consequence, 
frequency of short-term loans slowed down, terms became 
more extended, and volume declined. This is the reason 
for this year’s changed volume in Shanghai’s short-term 
loan money market. As to the future development of the 
market, there is bound to occur a transition in the system 
of credit control, namely from controls by means of 
limited quotas to a control of the assets-liabilities ratios, 
and this will certainly contribute to greater stability in the 
financial environment at the present stage of develop- 
ments. 


To standardize developments in the credit markets every- 
where in the country, the head office of the People’s Bank 
proposed in the latter half of last year to adopt a policy 
according to which “short-term loans beyond the sphere of 
one organization or one region must be effected through 
financial centers to be organized and set up everywhere, in 
the first place, by the People’s Bank branches.” Because 
the financial institutions of i consciously imple- 
mented this policy, the development taken by Shanghai's 
short-term loan money market, while not substantially 
changing its organizational pattern, was a change in 
nature, namely from a locally limited to a nationwide 
market. Presently, the short-term loan business of the 
Shanghai Financial Center ranks high among similar insti- 
tutions, and the volume of its short-term loan business 
with financial institutions of other provinces and munici- 
palities is already in dominant position. In addition, 
interest rates charged by the Shanghai Financial Center for 
one-way outward loans is relatively low when compared 
with the money market in other parts of the country. As a 
result, the Shanghai Financial Center has established 
short-term loan business relations with over 100 financial 
institutions in more than 20 provinces and municipalities 
throughout the country, so that somewhat over 50 percent 
of this business are loans from the Shanghai Short-Term 
Loan Financia! Center to financial institutions of other 


[Article by Zhu Zhenhua (2612 6966 5478): “Prospects for 
Re-establishing Shanghai as an International Financial 


(A) Shanghai’s Economic and Financial Development Is a 
Good Foundation 


Since China’s reform and opening to the outside, Shang- 
hai’s economy has made adjustments and maintained a 
relatively stable growth rate; starting from a higher statis- 
tical base, its GNP grew an average of 7.4 percent during 
the 1980's; although this is lower relative to China’s 
average figures, it is nevertheless noteworthy that Shang- 
hai’s economic structure has changed gradually from the 
former planned economic model to a new market-based 
economic model and to a structure required of a major 
international city, changing from a structure of “second- 
ary, tertiary, primary industries” focused on industrial 
development to a structure of “tertiary, secondary and 
primary industries” emphasizing growth of the tertiary 
sector. After several years of endeavor, the ratio of sec- 
ondary industries in Shanghai’s economy has declined 
yearly: from 77.4 percent in 1978, to 68.5 percent in 1986, 
64.3 percent in 1991, and 62.5 percent in 1992. Growth of 
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from 21.1 percent of Shanghai's GNP in 1980, to 27.5 
percent in 1986, 31.8 percent in 1991, and 33.1 percent in 
1992. Relevant authoritative estimates indicate that ratio 


GNP has been rather low in the past, averaging |.8 percent 
in the 1950's, 2.4 percent in the 1960s, 2.1 percent in the 
1970s; the ratio was 3.78 percent in 1981, 5.11 percent 
(2.559 billion yuan) in 1986, and 9.7 percent (10.223 
billion yuan) in 1992. In recent years, the sector has grown 
considerably, and this is inseparably related to the rela- 


The relatively rapid growth of the financial service sector 
can be seen in terms of the following: 


banks (including regional banks formed on shareholding 


includes: 29 Chinese-foreign jointly funded banks, 
including their branches totalling 1,119 firms; 560 non- 
bank financial entities of various types, with 238 branches; 
and representatives’ offices of 44 foreign-funded banks. 


Second, the relatively rapid increase in the number of 
people employed in the finance and insurance sector, from 
24,000 in all of Shanghai prior to reform and opening to 
approximately 45,000 today, of whom 65 percent are 


i 
; 
i 
: 
s 


most rapid: in the short period of over two years, 
transactions volume has increased 50-fold; from 
annual volume of 12.6 billion yuan in 1991, to 76 billion 
yuan in 1992, and 224.7 billion yuan in the first half of 
1993, an increase of 204 billion over the same period of 
1992, an 8-fold increase; and the momentum of growth 
continues to be strong. On the variety of products and 
services, there were eight in the beginning, but that number 
rapidly increased to 105 by August 1993. Stock exchange 
membership increased from a score to 372. The number of 
trading seats increased from 20 some in the beginning to 
1,200. The trading halls also gradually expanded to 
halls. The number of financial entities doing business in 
Shanghai has exceeded 400. Development of the 

market has also been quite rapid. In 1986, short-term 
capital lending totalled 9.1 billion yuan in all of Shanghai; 
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Shanghai's foreign exchange market, which has long oper- 
ated on the basis of open pricing competition, is certainly 
a good basis for becoming the standard foreign exchange 
market in the not too distant future. That is to say that in 
terms of foreign exchange market development, Shanghai 
has done well. The exchange volume of $1.85 billion in 
1990 represented a 5.6 percent increase over the year 
before; the volume increased 42.3 t in 1991, 38 
percent in 1992, and 36.6 percent in the first half of 1993, 
which is a respectable growth trend indeed. At this junc- 
ture, Shanghai’s transactions methods are emulated by 
other a tecnghal oe centers in China. Market prices 
quoted in i already exert influence on exchange 
prices in other centers in China, and is now 
actively working on site to expand the functions of the 
foreign exchange center, planning in the near future to 
reach out to the other centers in China; in particular, 
enroll various qualified firms in the East China region to 
be the Shanghai Exchange members in order to increase 
the volume of exchange and expand the area of coverage. It 
can therefore be seen that the degree of influence 


Gemand continues to increase. From the supply and 
standpoint, therefore, conditions in Shanghai for 
launching a basic gold market already exist. 


port in the developments of the insurance and banking 
sectors; development in financial services helps promote 
national economic development and provides a material 
foundation for development in the insurance sector, and 
the latter guarantees the safety of deposits and loans and 
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ensures that a credit system is established and perfected. 
Therefore if Shanghai is to become an international finan- 
cial center, it cannot be without an insurance market. In 
1993, there already were three insurance companies, one 
of which a foreign-funded firm, and 53 branch companies 
in Shanghai. The scope of insurance coverage has con- 
tinued to expand, the types of insurance products con- 
tinued to increase, and insurance premiums income con- 
tinued to grow: 70 million yuan in 1980, 300 million in 
1986, 1.1 billion in 1991 and 1.8 billion in 1992. 


Fourth, Shanghai’s unique transportation and geographic 
advantages. Since the Qin Dynasty, Beijing, Tianjin, 
Shanghai, Wuhan and Guangzhou are considered the five 
major cities in China; Shanghai, located in the middle of 
the five  — enjoys a very convenient transportation 
network; from Shanghai one can easily reach every region 
in China via water, land or air, and all important ports of 
every continent in the world by sea. From the standpoint 
of the world’s time zone, Shanghai can functionally link 
with several international financial center cities in a con- 
tinuous operational cycle: i.e. when the market in New 
York closes, the Tokyo Market opens; before Tokyo closes, 
Shanghai will be doing business, and when the Shanghai 
market closes, Zurich takes over; when Zurich closes, 
London opens up and the New York market picks up when 
London closes down. In this circular chain, the world’s 
financial markets can continue operation in turn. Shanghai 
therefore has the unique geographic advantage of being 
able to participate in the continuous operations of finan- 
cial markets around the world. 


Fifth, considerable groundwork exists for computerization 
and computer networking. Shanghai, as a major city, has 
rather strong technological capabilities and considerable 
capacity for installing facilities suitable for modernization. 
After several years of focused efforts and construction, 
computer usage has become quite common in all banks 
and financial entities today, and the industrial and com- 
mercial banks, in particular, have established their own 
internal computer network and continued to expand its 
coverage; in addition, industrial banks and Bank of China 
branches have all installed computer centers of consider- 
able size and standard and these centers manage a huge 
volume of work daily, setting a standard for all China. The 
computerization level in the Stock Exchange is not lower 
than that in Hong Kong. Authoritative sources state that as 
long as Shanghai has the money, within three five years, 
computer capability and usage level will certainly not be 
lower than the level in the several international financial 
center cities today. 


Sixth, because of the rather strong legal concept in 
Shanghai people, their actions tend to conform to rules and 
standards; operational experiences of over a decade dem- 
onstrate that whenever a new organization or business is 
introduced or promoted in Shanghai, people would first 
study the operative rules and regulations of the area, try 
Out provisional management practices and not rush into 
the business hastily without careful consideration. 

Summarizing the above, after over ten years, the state of 
Shanghai's economic and financial construction and devel- 
opment is good, and development of the financial sector in 
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particular, has been relatively rapid; besides, Shanghai was 
once one of the world’s financial center cities and has a 
unique historical advantage; therefore, if cooperative 
efforts are applied, it is entirely feasible that with another 
decade or so of concrete preparation and building, 
Shanghai will again emerge as an international financial 
center. 


B) Policy Guidance From the Prescribed Strategic Objec- 
tive 


The 14th CPC report outlines three strategic 


objectives for Shanghai for the next 10, 20 years; Mayor 
Huang Ju therefore spelled out in a timeiy manner the 


Shanghai as one of the world’s economic, financial and 
trade centers by the year 2010. 


aay wm Shanghai has also drawn up developmental 
based on the commonly recognized bench 


guidelines 

marks for establishing such a center: Maintain an annual 

growth rate of 10-12 percent over the next eight years, i.e. 

ogee GNP should be close to 130 billion yuan by 
rernimpaghgneingip-nepeng 


s GNP is to grow at this pace, an urban 
oudapieant paliay trou on Ge tntossl ear ern 


and 17 percent respectively. That is to say that the tertiary 
services and insurance sector should be around 49.2 billion 


growth, with the two sectors accounting for about 46 
percen and 14 percent respectively of Shanghai's GNP, 


approximately 499 billion yuan by 2010. If the tertiary 
sector continued to grow at an 11 percent rate, and the 
financial services and insurance sector at 12.5 percent, 
then the output values of the two sectors should reach 329 
billion yuan and 149 billion yuan by 2010, or 66 percent 
and 30 percent of Shanghai's GNP respectively, which are 
comparable to the standards in developed countries today. 


This developmental plan is encouraging and also quite 
realistic and feasible. This is because Shanghai's GNP was 
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already 105.4 billion yuan in 1992, so achieving a GNP of 
130 billion yuan by 1995 is entirely feasible. 


C) Analyzed in terms of international criteria, establishing 
Shanghai as an international financial center is also fea- 
sible. 


>. o idi . 
international capital loans and credit 
transactions, and of buying and selling of foreign exchange 


—_- should be quite liberal, 
rates and required 
reserves for bank deposits, ‘and extend to non-citizens 


and relatively developed systems of financial entities and 
of credit, with the tools as well as channels to facilitate 
capital flows internationally, a coordinated banking struc- 
ture and so forth. In short, there must be a healthy and 
developed domestic financial market. Fifth, modernized 
communications facilities capable of transmitting and 
facilitating the flow of time-sensitive data and intelligence 
to and from other financial centers and helping to consol- 


transactions with great efficiency. Finally, it should also 
meet such criteria as suitable geographic location, favor- 
able environment, convenient and rapid transportation, 
etc. 


Summarizing the above-mentioned criteria in terms of the 
current reality, Shanghai still falls considerably short in 
certain respects. For example, control of the Shanghai's 
foreign exchange is rather strict, and the system needs to be 
relaxed, and the renminbi gradually made freely convert- 
ible; although financial tools have been upgraded driven 
by the needs of economic development and in such areas as 
currency and foreign exchanges, bond futures, etc., further 
refinement and continued innovation (including 
importing new tools from abroad) in a timely way are 
necessary not only to keep up with economic develop- 
mental needs, but also to provide the impetus for further 
development; management of interest rates, a key eco- 
nomic lever, is unimaginative and inflexible, and there is 
the need to develop and utilize the potential flexibility 
interest rates to regulate the supply and demand of capital 
and allocation of resources; modernized communications 
facilities and tools are still inadequate and hamper our 
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perspective and efficiency; the degree of commercializa- 
tion in banking is far from enough and much more rapid 
transformation is required; financial services and insur- 
ance sector personnel capable of international competition 
are very much in demand, and the training of these people 
must be accelerated. 


Despite the gaps and deficiencies which still exist, and 
some are rather major, it is our judgment that given the 
strategic objective and policy guidelines of the central and 
governments, the existing foundation for the 
current economic and financial growth, continued deep- 
ening of reform and opening and another decade or more 
of hard work and struggles, it is still feasible that Shanghai, 
judged by the above-mentioned criteria, will once again 
become an international financial center. 


Il. Geals, Precess and 
Center 


A) Near-Term Goal, Process and Implementing Measures 
(1993-1995) 


1. Near-Term Goal 


This goal is to establish Shanghai as the national stock 
exchange center, and to increase Shanghai’s stock transac- 
tions volume from 25 percent of the nation’s total in 1991 
to around 65 percent. In this process, the Shanghai Stock 
Exchange will gradually reach international standards and 
be linked to the international market, functionally coordi- 
nated with other major stock exchanges abroad. Naturally, 
the monetary and foreign exchange markets must also be 
developed quickly at the same time, and we should seize 
the opportunity presented by the opening of Pudong to 
make them into the East China centers by 1995. Concur- 
rently, we need to break into financial markets abroad and 
open up channels for total entry into the world market. 


In this stage, an additional 20,000 trained personnel and 
1,000 firms (including their branches) will be needed. Of 
the personnel, 60 percent should be deployed in Puxi, and 
40 percent in Pudong. 


2. Measures Which May Be Implemented in the Near- 
Term 


a) With the development of the financial sector, gradual 
entry of foreign-funded financial entities and large quan- 
titative increase in stock market transactions, etc., urgently 
develop management techniques and practices which con- 
form to international customs. We urgently need to study 
this issue now, and on the basis of a broad consensus, we 
suggest that the following laws and regulations be adopted 
within one year: “Central Banking Law,” “Law on Finan- 
cial Market Management,” “Law on | 

Law,” “Law on Stock Transactions,” “Law 
on Bills and Notes,” “Commercial Banking Law,” “For- 
eign Banking Law,” “Insurance Law,” etc.; a well-crafted 
system of financial legislation, administration and adjudi- 
cation will create a favorable and effective legal environ- 
ment for domestic and foreign investors, standardize 
activities of all investors and help develop a self-managing, 
self-policing and standardized channel for competition. In 


Measures for 
As an International Financial 
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consider inviting in 1993 
well-known securities 


services and financial investment firms to meet our objec- 
tives. Service firms include accounting firms, auditing 
firms, investment advisory firms, etc.; investment firms 
include mutual funds, venture capital firms, medical insur- 
ance and retirement pension funds, etc. Service firms can 
establish branch offices in other provinces and cities to 
draw investors to Shanghai and to extend the Shanghai 
market’s influence and coverage. 


e) Continue step-by-step to list B shares on the exchange 
every year, and select qualified enterprises to list their 
stocks in exchanges abroad; at a suitable time next year or 
year after next, invite several stock companies, either 
foreign-funded or joint-venture companies, including 
select stock trading companies in Shanghai of appropriate 


size and management, to participate in international 
stock i This will enable [investors to become 
acquainted with] 


firms. Gradually, China’s domestic operating system will 
be drawn closer to the international ing system. And 
as the renminbi gets to circulating in foreign exchanges, we 
can open A shares to foreign investors and allow Chinese 
citizens to buy B shares. With both A and B shares 


quickly, and large, medium and small financial firms 
which handle various types of financial transactions will 
come on the scene. We therefore anticipate an additional 
1,500 such firms to be established within the 1993-1995 


: 
: 
: 
: 
: 
i 


banks. We consider that as we concretely open up the 
insurance parameters, we should in the near-term also 
establish firms with the special characteristic of insuring 


Shang, the Chung-Yin Group, Yung-An [Wing On] and 
Hsien-Shih [Sincere] to establish branches in Shanghai, do 
business within China as well as abroad. We should also 
selectively invite a number of the world’s 100 largest 
insurance companies with the best reputation and longest 
Operating experience in the world market to come to 
Shanghai and compete for business. 


k) As soon as possible, consider organizing a unified 
training mechanism to develop Shanghai's financial ser- 
vices and insurance personnel and (through the Shanghai 
Banking Association or Banking Federation) coordinate 
the initial phase of intensive training for the various types 
of personnel. In the three years from 1993-1995, we should 
conduct six to eight cycles of after-hour training programs 
on different aspects of the business, each cycle to be six 
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months in duration, with classes organized by different 
sae aamiininn eebtammnetaieeonen 

senior specialists in various relevant entities, or Chinese 
financiers in Kong and Singapore. Based on training 
results, select and send the best students to foreign insti- 
tutions for further studies, or to a certain period of 
on-the-job training in foreign-funded banks in Shanghai. 
At the same time, various systems will need to be revised; 
beginning in 1993, the labor law and employees responsi- 


bility system oS ow ae © that the 
caus? eo tase of ts el — oe 
regulations, i.e. rewards are gran granted for ts and 


achievements and punishments handed out a ter 
performance. Periodically, invite well-credentialed finan. 
cial experts from within China or abroad to give substan- 
tive briefings on the current international economic and 
financial scenes for Shanghai’s financial sector personnel 
to broaden their perspectives and reinvigorate their aggres- 
siveness and sense of urgency. 


1) Beginning 1993, change the current regime of fixed 
interest rates to a regime of flexible rates governed by the 
needs of financial markets; gradually begin using interest 
rates to perform economic leverage and control functions. 


m) Based on the needs of economic development, gradu- 
ally create or import various financial tools or credit 
methodologies (e.g. tools which are tied to forms and paper 
usage). Consider how to gradually select and put into use 
the new services: 1) time limit on 
foreign exchange and interest rates; 2) facilitation in issu- 
ance of bills and notes; 3) like-kind exchanges of financial 
instruments; 4) guaranteed long-term interest rate; 5) re- 
purchase agreement; 6) convertible bonds; 7) money 
market mutual funds; 8) money market fund accounts; 9) 
compound interest bank deposits; 10) assets management; 
11) certificate of credit. 


n) Recommend readjusting our fiscal policy to promote 
local and regional enthusiasm to support financial services 
development. Today, financial entities have to turn their 
entire profits over to the central government treasury, and 
nothing to regional authorities which definitely affect the 
latter’s enthusiasm to develop the financial sector. In view 
of the fact that development of this sector requires objec- 
tively speaking a suitable economic environment as well as 
concrete support and backing of regional authorities, the 
central government must therefore readjust its fiscal policy 
and find ways to provide appropriate feedback. At the 
same time, readjustment should also be made in similar or 
comparable situations between cities and prefectures; for 
example, tax revenues from the Shanghai municipality- 
owned trust company, Aijian Financial Company and four 
overseas Chinese-funded banks all go to the municipal 
treasury, and not a cent to treasuries of the prefectures in 
which these entities are located. Henceforth, as more and 
more financial entities grow and develop in , 
more and more of this kind of contradictions will ” 
therefore, the Shanghai municipal treasury should also 
consider what may be appropriate subsidies for the prefec- 
tural treasuries. 


or non- 
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0) The central government can emulate the Singapore 
government's approach of giving preferential tax treat- 
ment to promote development of their financial sector. 
Beginning 1993, an annual 3-5 percent tax waiver would 
enable Shanghai’s financial sector to speed up installation 
of computers and fax machines to establish linkage with 
international banks and markets. After three years, this 
waiver may then be rescinded. 


p) Based on the growth and development of the stock 
market, take major steps to promote development of the 
monetary market, such as allowing banks of other prov- 
inces and municipalities to use liquid assets certificates as 
collaterals for loans, and other provincial and municipal 
authorities to market short-term bonds in Shanghai. A 
turn-around mechanism will be created with the stock 
market raising the capital, and the monetary market 
lending out the capital. It will help the Shanghai monetary 
market strive to become a center under the current central 
government's system of allocation of capital. 


q) Next year, turn the current Shanghai foreign exchange 
center into a national foreign exchange center. It will 
operate like the Stock Exchange by broadly reaching out to 
various localities to recruit new members, and utilizing 
modern telecommunications facilities to network with 
other provinces and cities; along with increasing the for- 
eign exchange function of regulating surpluses and deficits, 
create a market system for standardized foreign exchange 


trading. Later, foreign exchange controls should gradually 
be relaxed or removed. 


r) At the end of this year or beginning of the next, establish 
2-3 policy-oriented banks to gradually take over all policy- 
oriented portfolios, help specialized banks to transform 
into commercial banks and increase their ability to com- 
pete with an increasing number of foreign-funded banks. 
Otherwise, controls over foreign-funded banks cannot be 
completely removed. 


s) In order speed up the pace of specialized banks trans- 
forming into commercial banks, consider taking actions in 
three stages: first, establish separate accounts for policy- 
oriented portfolios. Since the “policy” banks to be estab- 
lished will find it difficult to take over all the policy- 
oriented portfolios within one to two years, specialized 
banks should continue to shoulder a portion of these 
portfolios (which will gradually be reduced then phased 
out by year’s end 1995), but separate accounts should 
nevertheless be kept and henceforth (until the capital 
assets are revaluated at the end of 1995) subsidies (or 
revaluations) should follow established formats and fixed 
channels. Second, change the current system of multiple 
layers of corporate entities. In our judgment, it is possible 
to downsize and subdivide cérporate entities. Taking the 
different circumstances into account, divide the several 
especially large specialized banks into several banks with 
the same characteristics and locate them in different 
economic areas. This will not only help in the commercial 
transformation of these banks but also speed up the entire 
process. Third, beginning early next year, change the 
current practice in credit management to a loan-to-asset 
ratios management, and create the conditions which 
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This goal calling for developing the monetary and foreign 
exchange markets from their status as regional centers in 
the earlier stage into national centers. By making Shanghai 
into a hub for such international market financial transac- 
tions as short-term capital, commerci.! bills and notes, 
trade discounts, short-term loans, bank discount of prom- 
issory notes, one-year treasury bill, European currencies 
exchange, foreign exchange, etc., Shanghai can then make 
these services available to all other localities in China; 
when Shanghai accounts for around 40 percent of all such 
es ee. it will be able to link up with 
similar markets abroad 


In the intermediate stage, create the conditions for estab- 
lishing a true gold market. 


This stage can also be seen as a time for development on all 
fronts: take full advantage of the good habits developed in 
the course of developing the stock exchange, monetary and 
foreign exchange markets, broadly and concretely open up 
the domestic and foreign markets, aggressively introduce a 
variety of new services, strive to develop multi-leveled and 
multi-faceted financial entities, and vastly increase the 
number of financial services personnel. In so doing, we 
estimate that compared to current and relevant models 
provided by several international financial center cities, 
we need to increase the various types financial entities by 
3,000 (including branches); of which, 1,000 firms in Puxi, 
2,000 in Pudong, and a majority of the entities will be 
Chinese or foreign-owned nonbank financial entities; 
ee eee 


The goal at this stage is to complete the building a basic 
framework for an international financial center in 
Shanghai. 

2. Possible Measures for Implementation in the Interme- 
diate Period 

a) Continue to relax foreign exchange controls and con- 


sider setting up in Pudong an unofficial financial center 
(i.e. offshore international financial center), similar to 
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what some countries or regions have done to meet certain 
commercial objectives of reducing procedural red tapes or 
providing tax havens for international investors. By 
pursing this policy, we can attract many more firms from 
abroad to come and do various financial businesses in 
Shanghai. 

b) At present, the more than 90 percent tax burden on our 
specialized banks is too heavy, when foreign-funded finan- 
cial firms enjoy the preferential policies of waiving, 
delaying or cutting in half of their taxes due, and paying a 
business tax of around 20 percent which contrasts sharply 
with the rate for domestic firms. By the beginning of 1996, 
we must greatly reduce the tax burden on domestic finan- 
cial firms and raise their profit retention level, so that they 
will have the wherewithal to engage in fair and aggressive 
competition with foreign- funded financial firms. 


c) To the extent possible, move the headquarter offices of 
domestic financial firms to Shanghai; base the headquar- 
ters of all newly established national financial firms in 
Shanghai; ideally, open a People’s Bank of China office at 
Waitan in Shanghai, headed by a vice president. This 
would not only create the atmosphere and objective con- 
ditions for Shanghai to be an financial center, but would 
also be a sensible policy move which can help accelerate 
the process. 


d) Change the operating system in certain suitable large- 
and medium-sized state-owned enterprises, and replace it 
with the shareholding system; with several large commer- 
cial banks converting to the shareholding system, establish 
one to two trust banks to supply long- and medium-term 
socially beneficial loans (funds from state-owned barks 
come from the central government treasury in the form of 
“developmental credit.”’) 


e) Allow all applicants who qualify under the various 
central bank registration requirements to establish non- 
bank financial entities based on the shareholding system; 
encourage in particular the steady growth of financial 
entities which provide intermediary services related to the 
healthy development of financial market. The number of 
such entities bears directly on the extent of activities in the 
whole financial market. Therefore allow them to compete 
openly and fairly so that only the fittest will survive and, 
after a period of natural selection, raise the overall quali- 
tative standards of entities competing in the market, and 
bring our market up to international standards. 


f) After a certain period of competition between foreign- 
funded financial firms and domestic financial firms, par- 
ticularly the large commercial banks, encourage the win- 
ners to establish outlets overseas to expand the influence of 
China’s financial firms internationally. 


g) Strengthen the central bank’s macroeconomic control 
and regulating functions (over transactions audit, gold 
management, foreign exchange rates, etc.); combine offi- 
cial and semi-official approaches in exercising direct and 
indirect control and regulation, and use the macroeco- 
nomic control mechanism based on direct regulation to 
stabilize the financial market. 
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h) Continue without interruption an in-house training 

for younger staff members, and send a small 
number of the most promising to receive on-the-job 
training in foreign-funded banks so they can acquire the 
newest techniques and procedures; banks should coordi- 
nate with educational institutions and select from among 
the students those who wish to pursue a financial service 
career and give the best qualified students financial aid on 
the condition that the recipients upon graduation will 
consider accepting employment in the aid-donor banks; 
but if that condition is not met, the financial aid must be 


i) Beginning 1997, except for the People’s Bank of China, 
all general managers of shareholders-owned financial firms 
will be employed through open recruitment; after a 
meeting of the stockholders has decided on the length and 
terms of employment and management objectives, and the 
board of directors, guided by these terms and objectives, 
has set forth the specific requirements and basis for 
selection, a search committee of specialists will be orga- 
nized to review the applicants’ resumes, select 3-4 for the 
oral interviews and choose two of the candidates, one to be 
appointed general manager, the other deputy general man- 
ager. The general manager will have full authority to 
recruit, screen and select staffs for the other departments 
within the firm; he/she is answerable to the stockholders, 
and renewal of his/her employment contract will require 
reappraisal based on new selection criteria. 


C) Long-Term Goal, Process and Implementing Measures 
(2001-2010) 


1. Long-Term Goal 


This is the stage when all the plans come into fruition. 
After the gold market has gained its status as a regional 
center, internationally recognized financial policies should 
be applied to readjust the various major factors which bear 
on the ae see of a financial center, Entering into 
international financial operations, the center will intro- 
duce in a timely manner financial services and tools suited 
to the new circumstances, take part in major international 
financial transactions, and maintain 24-hour contacts with 
several major international financial centers, sharing their 
ups and downs and earning its place in the inner circle of 
world finance. Therefore, in this stage, employment in the 
financial sector should increase by more than 100,000 

and raise the sector’s ratio to 4 percent of Shang- 
hai’s total employment (in terms of 1982 statistics, [the 
ratio was] 6.7 percent in Hong Kong, 5.3 percent in the 
U.S., 5.4 percent in Britain, 6.4 percent in Zurich, 0.8 
percent in India, 0.5 percent in Shanghai; in 1936, how- 
ever, Shanghai's was 2.5 percent, and in 1949, 3.98 per- 
cent); the number of firms should increase to 4,000 
(including branches), 2,500 in and 1,500 in Puxi. 
By that time, the international financial center established 
in Shanghai will mainly be centered at Waitan in Shanghai 
and Lujiazui in Pudong. 


2. Measures Which May Be Implemented Over the Long- 
Term 
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ptecbine! aegh , with the Shanghai Banking Association 


be used in the classroom by both students and faculties. 
The main mission of this university is to train externally 
oriented high-level decision-making and managerial per- 
sonnel. Students can be selected or recommended by 
various financial entities as well as admitted through 
examinations from institutions and the society 
at large; students admitted via examinations can apply to 


banks for employment upon their graduation. 

b) Institute free convertibility of the renminbi yuan. 

c) Continue to establish various types of financial entities. 
Ee eae Menaes To Create AGiRnmEES Vase 


Today, the world’s financial centers are divided into two 
major types: The functional type are cities which have 
evolved through involvement in financial activities over a 
long period of time; the nonfunctional type are centers 
which are developed as a matter of policy based on the 
determination of man. If Shanghai is to re-establish itself 
as an international financial center within 10 to 20 years, 
in our view, we should adopt the approaches of both types 
of financial center. We therefore recommend: 


A) As the central government has set forth the strategic 


energize jiang River Delta, the 
Changjiang River basin cities and China’s economy itself, 
then the related implementing policies should match that 
goal. For example, as the Shanghai Stock Exchange is 
already an important component of the financial market, 
further assistance should be given to expand its functions 
and develop its scale of operations, that is to say, consider 
allowing corporate shares to be traded. Again, under the 
current system of capital allocation and transfer, the 
Shanghai monetary market in fact finds it difficult to play 
a role; in order for this market to become a national center 
in the near future, would it not be possible to extend to 
Shanghai certain special policy preferences and measures 
different from those applying to other provinces end cities: 
for example, setting aside a large sum of capital for use 
especially in borrowing and lending like-kind enter- 
prises in different provinces, or allowing i to issue 
interest-bearing or discounted liquid assets certificates for 
inter- province borrowing use. 


B) Encourage and make it possible for banks such as 
Chao-shang, Chung- xin, Guang-Da to transfer their head- 
quarters to Shanghai to strengthen the financial strength of 
Shanghai as the center. 


C) Direct national banks and non-bank financial entities 
established in the future to set up their headquarters in 
Shanghai to gradually build up Shanghai as the center. 
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Dan Ga tee! sunt euuinl waibententanps 
abroad grows, allow Shanghai to handle renminbi trading 
at an early date. 


In conclusion, it is our judgment that 


entirely feasible that Shanghai can meet these goals. 


Preparations for First Private Bank Underway 
95CE0026B Beijing ZHONGGUO XINXI BAO 
in Chinese 14 Sep 94 p 2 


[Article by own reporter: “Preparations Expected To Be 
Completed This Year for China's First Private Commer- 
cial Bank—Collecting Idle Capital, Stopping Illegal 
Lending and Borrowing”) 

[FBIS Translated Text] As reported by the ZHONGHUA 
GONGSHANG SHIBAO [CHINESE INDUSTRY AND 
COMMERCE TIMES], 
and planning, preparat 
Seo tian 1D en cauaien of Gn ten oleae coment 
bank in China’s new era, the Minsheng Bank. Chairman 
Jing Shuping [4842 0647 1627] of the All-China Federa- 
tion of Industry and Commerce, as the bank's sponsoring 
unit, said, all official preparations for the bank will imme- 
diately start as soon as statutes and procedures will have 
been fully worked out and approved by the People’s Bank 
of China. Approval for setting up an “official preparatory 
office” is expected within this year, and business opera- 
tions may possibly start officially sometime next year. 


As informed by chairman Jing Shuping, the purpose of the 
bank will be to help the sound development of China's 
private enterprises. Guided in its operations by the laws of 
market economy, it is intended to set up this private 
commercial bank of nationwide character, utilizing capital 
provided by the private enterprises themselves, adminis- 
tering its business by itself, and aiming to serve mainly the 
280,000 private enterprises in China. By now, prepara- 
tions for the said bank have almost reached the state of 
officially subscribing to shares, officially — the 
board of directors, and officially appointing i 

executive officers. 

We are informed that the said bank will make its appear- 
ance as an institution on the shareholding system, a bank 
with all-round comprehensive operations on the share- 
holding system. Management will be according to the 
system of full responsibility of the bank president, who wiil 
work under the guidance of the board of directors, which 
will be organ of highest authority. Since it will be a bank of 
nationwide operations, its capital will be on the order of 2 
billion yuan. The sole source for its capital will be the 
independent capital of the shareholders in their private 
enterprises, and this capital will be raised in the form of a 
one-time subscription by shareholders, whereupon a net- 
work of branches will be gradually set up in all the various 
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banks in China, they each have already their particular 
clientele to serve and their credit plans, they 
have thus actually not much strength left to take care of the 
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undertaking within the reform of China's financial system 
and will be recorded as a historical event. 


Small Scale Enterprises 
Conditions, Measures To Develop Private 


94CE0791A Hong Kong CHING CHI TAO PAO 
[ECONOMIC REPORTER] in Chinese No 36, 
12 Sep 94 pp 10-12 


[Article by Li yey 1353), Director of the Chinese 
udy of the Private Economy: “The 

Present Circumstances of China’s Private Economy, With 

Policy Recommendation”) 

[FBIS Translated Text] Since the 1980s, following a period 

of development, China's private economy sputtered for a 
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socialism, reform as the impetus behind socialist develop- 
ment, the objective of establishing a socialist market 
economy, etc., are pointing the way for reform a oP 
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the peoples’ minds, and its results in 
power to stimulate a change in people’s attitudes. Deng 
Se ee 


1992 and the opening of the 14th Party Congress caused 
China’s reform and opening up and the construction of 


il 
let 


private economy was even more 


First, the political environment is relatively more relaxed. 
The Third Plenary Session of the Central Committee of the 
14th National Party Congress, once again reaffirmed the 


main element. It clearly pointed out that as far as China as 
a whole is concerned, the publicly-owned sector is the 
main element, but things may be different in some places 
and some industries. China must create conditions where 
enterprises with various systems of ownership can all 
compete equally in the market, and all kinds of enterprises 
are treated impartially. These determinations of the Third 
Plenary Session of the Central Committee, are necessary 
for the building of a socialist market economy. They 
settled a number of questions that were causing heated 
discussions in theoretical circles, and concern among the 
people. They have great and profound significance in 
guiding the development of China's economy, including its 
private economy. 


Second, the policy environment has greatly improved. 
When the determinations of the Third Plenary Session are 
thoroughly implemented, this will certainly create an even 
better policy environment. Based on the Plenary Session’s 
determinations, China has already taken major steps 
toward reform in such areas as taxation, finance, invest- 
ment, and the planning system. Various related govern- 

nash dupennein ell analinnn to aitietathnetiemn tn 
their management systems and changes in their functions. 
The publicly-owned sector, and cther sectors of the 
economy, all look forward to establishing an economic 
environment where there is equal competition and impar- 
tiality, establishing a system for macro adjustment and 
control, and reducing administrative interference. The 





toward the individual and private economy are influential, 
and feelings of fear and aversion against it still exist. 
However, events as they unfold are changing the way 
people think. Major signs of a gradual change in public 


attitudes include the growing habit of thinking in terms of 


China’s private economy began to develop early in the 
1980s. Its development at the present time displays the 
following new features: 


1. Turnover is rapid, and value-added is high. 


2. Most enterprises are small, but large and medium-sized 
operations are beginning to appear. 

3. There have been recent changes in the personnel profile. 
A large number of workers at organizations, staff and 
workers at factories and retail stores, and specialists from 
educational, research, and cultural institutions are leaving 
their old units and entering the ranks of entrepreneurs. 
4. Growth in technical and service fields is accelerating. 
5. There is new development in organizational forms at 
enterprises. The number of limited liability companies in 
China has now reached 42,000. 

6. The influence of the private economy in politics, eco- 
nomics, and society is mainly at the local level. Again, 
there have been changes recently. In areas where the 
private economy is strong, it is a major support of the 
economy at the city and county level, and has become a 
major force in local political, social, and economic life. 
Policy Recommendations 








This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 











66 ECONOMIC 


We should adopt the following policies in regard to the 
present situation and problems of the developing private 
economy. 


1. We should aggressively employ Chinese funds to 
develop the individual and private economy, with a view 
to developing the forces of social production. China’s total 
private savings has now reached 1.2 trillion yuan and the 
people have more thaa 400 billion yuan in cash on hand. 
This is something not often seen in developing countries. 
On the one hand, China is short of funds for investment, 
and on the other hand there is a huge amount of savings 
and currency sitting idle. This is something that must be 
taken seriously. At the same time, we should also draw in 
foreign capital aggressively and give it various kinds of 
favorable treatment. 


Finance is the soul of the modern market economy. 
Currency reform will create the conditions for equal com- 
petition and impartiality on the part of the government. 
But in areas where town and township collective enter- 
prises and individual and private enterprises are flour- 
ishing, it is a fact that a large amount of funds are in 
“external circulation.” One reason for “external circula- 
tion” is that the amount of money that banks can lend is 
not enough to satisfy the demands of economic develop- 
ment. Since reform, discriminatory policies in commercial 
bank lending have been abolished but because China still 
wants to maintain an equilibrium in the total amount of 
credit, the amount of money available to lend remains 
limited. Therefore, we should permit the establishment of 
private financial institutions, absorb the funds in “external 
circulation,” place them under the supervision of the 
central bank, and conduct business according to uniform 
laws and regulations. In this way, we can bring private 
financial organizations into the national financial system. 
We should permit foreign banks to come into China, as 
appropriate, permit many forms of ownership to co-exist 
over the long term, and permit private financial institu- 
tions to develop. 


2. We should put various reform measures into action so as 
to improve the regulation and guidance of the private 
economy. In the areas of finance, taxation, investment, 
and the planning system, major steps toward reform have 
already been taken and reform programs in other areas will 
also continually appear on the scene. When China estab- 
lishes the conditions for equal competition among enter- 
prises of all sorts, there will be a major opportunity for the 
private economy to grow. But some cadres still harbor 
prejudice against the individual and private economy, a 
considerable portion of entrepreneurs still fear shifts in 
policy, and so on. These are conspicuous problems that 
will come up as we pursve reform. Therefore, we must 
clear away these psychological obstacles by educating the 
public, systematically and thoroughly, about the spirit 
behind the decisions made by the 14th National Party 
Congress, and the Third Plenary Session of the Central 
Committee. After the various reform measures have been 
implemented, it will still be necessary to enact laws cov- 
ering them, using the law to guarantee the establishment of 
a socialist market economi¢ system. 
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While China is pursuing a policy of encouraging the 
growth of the private economy, it should at the same time 
improve regulation and active guidance. Improving regu- 
lation mainly means to legalize, insisting that enterprises 
operate according to the law, pay taxes as the law requires, 
make distributions in a reasonable way, and deal correctly 
with problems of labor relations, and accumulation versus 
consumption so as to enforce good business practices and 
promote the growth of the private economy. Active guid- 
ance mainly means to use public opinion, macro economic 
measures, and industrial and technological policy to 
induce enterprises to be patriotic, conscientious, and law- 
abiding; to guide the direction of their development means 
to guide reform in enterprise management, and technical 
transformation. We should learn from the experience of a 
number of prosperous countries that have achieved success 
by supporting the growth of their enterprises while 
imposing strict legal regulation, thus promoting progress at 
their enterprises and improving their international com- 
petitiveness. 


3. We should promote the coordinated development of 
eastern and western China and narrow the gap between the 
regions. For ten years now, the development of China’s 
individual and private economy has been unbalanced 
between different regions. In 1992, China’s eastern, cen- 
tral, and western regions, accounted for 69.85 percent, 
18.99 percent, and 1.18 percent respectively, of the total 
number of private enterprises in China. The proportions 
are generally similar for registered capital, output value, 
and volume of business. In eastern China, the private 
economy must continue to develop in order to meet 
competition in the international market. It must work 
aggressively to adjust its industrial structure and its 
product mix, bring in new technology, and speed up the 
introduction of scientific management so that its enter- 
prises may rise to a new level of quality. As for the central 
and western regions, they must strenuously develop the 
— and private economy and foster new centers of 
growth. 


4. We must make good use of the National People’s 
Congress, the Chinese People’s Consultative Congress, and 
groupings within society. There is a great deal involved in 
the basic system and function of the National People’s 
Congress and the Consultative Congress. We must contin- 
ually enhance and improve them, in keeping with events as 
they unfold, so that the number of representatives from the 
new social groupings will steadily increase, and the lawful 
demands of all interest groups will be heard. In this way, 
we will use democratic and consultative methods to 
mediate social conflicts and to arouse the initiative of all 
parts of society. At the same time, we must give recogni- 
tion to, and make use of, the ability of groups within 
society to bring people together, provide services, mediate 
disputes, and discipline and educate themselves. To a 
certain degree, they can meet the people’s economic and 
political needs and resolve social conflicts by providing 
communication, mediation, and services. We should pro- 
mote order in the marketplace and the establishment of 
professional ethics through self-discipline and self- 
education. As reform proceeds, the demands and conflicts 
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of various interest groups will become even more 
apparent. To deal with these problems through various 
means is an extremely important task. 


5. We must thoroughly accomplish the working plan for 
encouraging unity, and providing assistance, guidance, 
and education. As the non-publicly-owned economy has 
developed, there have been changes in the beliefs and 
values of the people so that the importance of the above- 
mentioned working plan is even more apparent. The work 
must begin with the most practical matters. In general, the 
people responsible for running everyday affairs at private 
enterprises are not highly qualified at present, supervision 
and management are relatively backward, services pro- 
vided by society are seriously inadequate, and there are 
many things that are difficult to accomplish. In many 
places, experience has been that the best way is to adopt 
new ways and to work gradually, beginning with helping 
people to correctly understand situations and policies and 
providing information and consulting services. China 
must produce a large number of people who are both 
patriotic and possess specialized knowledge, who will 
champion the spirit of national self-reliance and innova- 
tion, protect the national honor, and keep faith in the 
future of their country. Private businessmen must be 
included among them. 


Foreign Trade, Investment 


MOFTEC Offficial on Japanese Investment 


94CE0741A Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 8, 15 Aug 94 p 13, 17 


[Article by MOFTEC Asian Affairs Department Deputy 
Director Guo Li (6753 5461): “Status and Trend of Japa- 
nese Direct Investment in China”’] 


[FBIS Translated Text] Among capitalist countries making 
direct investments in China, Japan is the first and also 
most important. After 1984 and 1988, Japan launched its 
third wave of investment in China beginning in 1991. One 
can say that Japan’s direct investment in China has gone 
beyond the hesitant stage of making small-scale explor- 
atory investments and has entered a new stage of expan- 
sion and making large-scale investment in a broad range of 
projects. This trend is particularly notable in the last two 
years. 


Up to the end of 1993, the cumulative total of 7,182 
Japanese direct investment projects represented 4.18 per- 
cent of all direct investment proj made by foreign 
countries and regions in China; the total of $8.86 billion of 
Japanese capital negotiated accounted for 2.63 percent of 
the total foreign capital negotiated; and the $5.17 billion of 
actual Japanese capital input was 4.81 percent of all actual 
foreign capital inputs. The number Japanese direct invest- 
ment projects approved in 1992 almost equaled the sum 
total of all Japanese projects approved in the previous 13 
years. In 1992, 1,805 projects were approved, with a total 
of $2.173 billion of capital negotiated, and a total of $710 
million of actual capital input. 1993 saw greater gains: 
3,488 projects were approved, with a total of $2.96 billion 
of capital negotiated, and $1.32 billion of actual capital 
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input, representing increases of 193.2 percent, 136.2 per- 
cent and 185.9 percent respectively over 1992. The scope 
of Japanese investments has also changed from concen- 
trating mainly in the non-production type of projects in the 
early stage to the subsequent emphasis on labor-intensive 
light industries such as textiles and foodstuffs, and to the 
current stage of investing in infrastructural facilities and 
enterprises involving energy, transportation and natural 
resources, including some high-tech enterprises, and 
expanding into the fields of commerce, finance, and 
trading. Based on Japan’s Finance Ministry’s analyses of 
1991-93 statistics, 56 percent of Japan’s direct investments 
in China were in the manufacturing sector (electronics 
accounted for 16 percent, textiles 10.6 percent and 
machinery 6.5 percent) and 38.9 percent in the non- 
manufacturing sector (service industries accounted for 
27.3 percent, non-liquid assets 4.5 percent). In terms of 
geographic locations, Japan’s direct investments used to be 
located mostly in such places as Dalian, Beijing, Shanghai 
and Guangdong, but they are now moving away from these 
coastal cities to regions in the interior. 


From an overall standpoint, of the 132 countries and 
regions with direct investments in China, and in terms of 
the number of projects and the amount of capital negoti- 
ated, Japan ranks fourth, with Hong Kong-Macao in first 
place, Taiwan in second place and the U.S. in third place. 
In terms of actual capital inputs, Japan leads all other 
investing countries and regions, and its projects have a 
relatively high success rate. Compared to other major 
investing countries and regions such as Europe and the 
U.S., however, the weak links in Japan’s direct investment 
in China are the relatively late entry in the China market of 
Japan’s major multinational corporations, the small 
amount of capital invested [relative to all Japanese invest- 
ments overseas], and the conservative approach toward 
technology exports. The last point is clearly demonstrated 
by the fact Japan is well behind Europe and the U.S. in 
investing in China’s automobile manufacturing industry. 
Also, the average capital amount per-project is consider- 
ably less than the per-project averages of other investing 
countries and regions; the average of $830,000 per Japa- 
nese project puts Japan in eighth place among the 10 major 
investing countries and regions. 


At present, the Japanese public views favorably the trends 
in China’s economic development; they see a market 
economic system rapidly being established and increasing 
investment opportunities which further reinforce the 
appeals of the China market; furthermore, Japanese are 
confident that there will be no turning back in China’s 
reform and opening, which reaffirms their faith in entering 
the China market and explains the current unprecedented 
drive toward investing in China. These are manifested 
mainly in terms of the following: 


(1) Among Japanese-investment enterprises in China, the 
electronics and electric equipment enterprises in partic- 
ular, many are expanding by building factories, offices and 
new production sites; (2) The number of projects with 
investment of $30 million or more is increasing, e.g. 
Matsushita Electric’s kinescopes, Nihon Electric’s semi- 
conductors, Konota’s cement, Oboryu [2962 1191 7893], 
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etc.; (3) Japan’s automobile industry, which heretofore was 
less than enthusiastic, is now drawing up plans for a speedy 
entry into the China market; e.g. Toyota Motors and Isuzu 
Motors plan to initially invest in spare parts and labor- 
added cooperative projects and later in the China’s auto- 
mobile repair and service market; (4) A number of large 
corporations have plans to make major investments in 
China; Ito Chu Trading, Mitsui Busan [properties devel- 
opment], Marubeni [trading] and others have proposed the 
objective of launching 100 investment projects in China as 
soon as possible, using the Nihon Major Manufacturers 
Alliance as foundation; (5) large, medium and small enter- 
prises in Japan, many of which heretofore have had no 
business dealings with China, are now anxiously seeking to 
establish contacts and to expand cooperation in China; (6) 
Outside of the trading and manufacturing enterprises, in 
fields such as finance, commerce and trading, active efforts 
are made to speed up the pace of entering the China 
market. 


In this context, Japanese radio and television frequently 
broadcast news reports concerning the Chinese economy; 
newspapers and other periodical publications carry a 
steady stream of stories and articles on this subject; Japa- 
nese regularly and actively attend lectures on different 
topics of China’s economy and background briefings on 
investment in China which are held on a continuing basis. 
Numerous economic organizations—the Keidanren, 
Nihon Trade Council, Japan Trade Promotion Council, 
Sino-Japanese Economic Society, Nihon Chamber of 
Industry and Commerce, Japan International Trade Pro- 
motion Organization—and other similar organizations 
and their subsidiaries throughout Japan are vigorously 
promoting investment in China among Japanese busi- 
nesses; the above-mentioned organizations conduct var- 
ious research studies and analyses, sponsor all types of 
promotional activities, strengthen information and refer- 
ence services to guide Japanese businesses in this area, and 
help them build bridges to and establish contacts in the 
China market. 


It can be anticipated that the favorable trend of active 
Japanese direct investments in China will continue for a 
rather long period of time. For this trend is sustained by 
the mutually supportive economic relationships between 
the two countries: Japan’s weak economic recovery and 
business structural readjustments will lead Japanese busi- 
nesses to further speed up investment overseas; on the 
other hand, vigorous development in China’s economy, its 
considerable potentials for even greater growth and it’s 
tremendous mass market hold great appeals for Japanese 
businesses. In terms of economic development, China also 
has the need to increase the imports of Japanese capital, 
technology and advanced management experiences; the 
cooperation therefore is mutually beneficial. China and 
Japan have already enjoyed a good relationship in terms of 
economic cooperation, and continuing to develop this type 
of cooperation will certainly make the best of use of the 
advantages of timing, geographic proximity and relation- 
ships between the two peoples. 


JPRS-CAR-94-051 
27 October 1994 


It is without any doubt that the exchanges through the 
mechanisms established to promote investments sup- 
ported by both governments, and the beneficial explor- 
atory contacts and cooperation by both sides through: the 
newly established structure at the Dalien Industrial Park, 
will help even more to promote investment in China 
among Japanese businesses. The future prospects of 
across-the-board cooperation between the two countries in 
the economic area are indeed unlimited. 


Official Views Investment From Overseas Chinese 


94CE0714A Beijing JINGJIXUE DONGTAI 
[ECONOMIC DYNAMICS] in Chinese No 7, 
18 Jul 94 pp 29-31 


[Article by Huang Fanzhang (7806 5400 4545): “Use of 
Investment From Overseas Chinese and Relevant Policy 
Issues”) 


[FBIS Translated Text] I. Economy in Hong Kong and 
Taiwan has become more and more closely linked with 
mainiand China's economy since the development of the 
reform and opening program. 


According to statistics compiled in Hong Kong, Mainland 
China has become Hong Kong’s largest trade partner since 
1985. Its share in Hong Kong’s import and export busi- 
nesses rose from 13 percent in 1980 to 25 percent in 1985 
and 33 percent in 1992. Meanwhile, Hong Kong has 
become the mainland’s largest entrepot port. Between 
1980 and 1992, mainland China’s reexportation trade 
through Hong Kong (from the supply of raw and semi- 
finished products to the offer of markets) sharply rose with 
an average growth rate of 33 percent per year. Mainland 
China’s share in Hong Kong’s reexporation trade increased 
from 43 percent in 1980 to 86 percent in 1992. The volume 
of across-Straits trade has also rapidly grown. The total 
volume of trade rose from US$77 million for indirect trade 
in 1978 to US$1.1 billion in 1985 and US$7.42 billion in 
1992 with an annual growth rate of 30 percent. Mainland 
China’s volume of trade with Hong Kong and Taiwan 
witnessed new growths in 1993. Even now, it is still 
growing. 

Investment to Mainland China from Hong Kong and 
Macao has always been at the top of the list of China’s 
direct overseas investors. As of the end of 1992, the actual 
amount of direct investment from Hong Kong and Macao 
to Mainland China reached US$21.2 billion, accounting 
for 61.4 percent of the total amount of investments directly 
made by overseas investors. Investment from Taiwan 
businesses has rapidly increased since the 90’s. By the end 
of 1992, the negotiated value of such investment reached 
US$5.54 billion with the value of investment actually put 
in place amounting to US$1 billion, ranking the second 
and the fourth of China’s total investments from overseas. 
The amount of foreign capital in China during 1992 was 
equivalent to the total sum of the foreign investments in 
the past 14 years. This figure in 1993 doubled that in 1992. 
During that period, the investment from Hong Kong and 
Taiwan still played a leading role. In addition, the invest- 
ment is becoming larger and larger in scale. 
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It is worthwhile to emphatically point out that the rise and 
fall of mainland China’s economic growth are exerting a 
greater and greater impact on the economy in Hong Kong 
and Taiwan, according to the records compiled since the 
mid-80’s. The current trend shows that economically 
mainland China shares weal and woe with Hong Kong and 
Taiwan. The process of economic integration among the 
three has already begun and will be further developed. 


ya oa et Be 
from them is of great importance to us for the ferther 
implementation of the reform and opening-up policy 


In an article last year, I had put forward a strategic concept 
of “three triangular relations” in which I elucidated the 
situation of the three triangular relations we are con- 
fronted in the Asian-Pacific Region. The “three triangular 
relations” are the “large triangle” (China, the United 
States and Japan), the “medium-sized triangle” (China, 
the four little tigers and the ASEAN nations) and the 
“small triangle” (Mainland China, Hong Kong and 
Taiwan). I put forward the strategic idea of “relying on the 
small triangle”, winning over the medium-sized triangle 
and dealing with the large triangle. Here, | particularly 
emphasized the need to fully “rely on the small triangle.” 
That means we should help the three sides pool their 
resources, manpower, science and technology, funds, man- 
agerial experience and information and unify as one. This 
is a solid foundation to help the three sides achieve 
common goal in promoting economic prosperity and the 
reliable guarantee to achieving the reunification of the 
motherland. 


III. Hong Kong, Taiwan and Mainland China have 
economic and social reasons to march toward economic 


integration. 


From the historic, cultural and national point of view, the 
capital from Hong Kong and Taiwan should be regarded as 
a “special form of national capital.” On the one hand, the 
owners of all these capital (assets) are of the same nation- 
ality. Both Taiwan and Hong Kong, just like any place on 
mainland China belong to the same “sovereign state”, and 
they are an integral part of the Chinese territory. On the 
other hand, their capital is different from the ordinary 
national capital. It is special because of the fact that Hong 
Kong will only return to the embrace of the motherland in 
1997 and it will take quite a while to reunify the two sides 
of the Taiwan Straits. This kind of situation has created a 
political barrier on the road of economic integration 
among Hong Kong, Taiwan and mainland China and 
made the capital from Hong Kong and Taiwan tainted 
with the color of “foreign capital” to a certain extent. Even 
after the reunification of the motherland, there will still be 
some differences between the capital from Hong Kong and 
Taiwan and that on mainland China. In despite of all this, 
we should not forget their essence as national capital. It is 
only a matter of time for them to go through the transition 
period from their “special form of national capital” to the 
ordinary form of “national capital.” 
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and Taiwan). That is to say that such 
is Te > say capital 


In general, pose treatments usually conferred on 
foreign capital are given to capital from Hong Kong and 
Taiwan. Even more preferential treatments can be given to 
investors from Hong Kong and Taiwan. The preferential 

“national treatment” given to foreign investors (such as 
the banking business open to the outside world) should be 
conferred on Hong Kong and Taiwanese investors on a 
priority basis. All domestic markets ready to be open to 
foreign investors or products should remain open to Hong 
Kong and Taiwanese investors or products made in Hong 
Kong and Taiwan. All projects in the form of a cooperative 
or joint venture for the development of natural resources 
and infrastructure should be open to Hong Kong and 
Taiwan investors on a priority basis (such as projects for 
the development of petroleum resources in South China 
Sea.) Measures should be taken to protect the interests of 
Taiwan investors (such as the Law for the Protection of 
Taiwan Investors and so on). Hong Kong and Taiwan 
enterprises should be encouraged to cooperate with enter- 
prises in the mainland to do business overseas or develop 
the overseas market. In short, all these mentioned above 
have the same starting point. That is, the capital from 
Hong Kong and Taiwan, which is tainted with the color of 
“foreign investment” today will become the pure national 
capital after several years; and to help and protect the 
Hong Kong and Taiwan investors today is tantamount to 
helping and supporting the national capital in China 
tomorrow. We are not only of the same ancestors and 
speak and write the same language, but also will belong to 
the same sovereign state and will be of the same nationality 
sooner or later. We must realize that investments from 
Hong Kong and Taiwan and enterprises in the mainland 
share the same roots in essence. They are essentially 
different from foreign investments. We should differen- 
tiate one from the other. 


V. We should encourage two-way cross-Straits 
Investments. 


In recent years, some people in Taiwan and Hong Kong are 
worried that the rapid flow of a large number of manufac- 
turers in Taiwan and Hong Kong to the mainland together 
with their funds (especially those in labor-intensive indus- 
tries) would wear the local industries hollow and hamper 
Taiwan’s economic prosperity. This kind of worry is 
entirely groundless. Facts show that the flow of a large 
number of manufacturers from Taiwan together with their 
funds to the mainland helps give full play to their compar- 
ative advantage, reduce the pressure of higher labor cost on 
Taiwan’s enterprises, raise Taiwan’s labor productivity 
and its standards in high-technology and upgrade its 
industries. In fact, the best way to solve the problem of 
wearing Taiwan’s industries hollow is to promote two-way 
investments. Particularly those in Taiwan’s economic cir- 
cles should urge the Taiwan authorities to accept and 
encourage offers from the mainland enterprises to make 
investments in Taiwan’s enterprises in the form of high 
technology and some raw materials, and to develop coop- 
erative or joint ventures with Taiwan’s enterprises or even 
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Some people suggest regarding all “investments from over- 
seas Chinese” as “investments from Chinese.” I think that 


“special form of national capital,” because in a political 
sense, Hong Kong, Taiwan and mainlard China belong to 
the same sovereign state. In a territorial sense, they assume 
an integrated territorial sovereignty, and both Hong Kong 
and Taiwan are an integral part of China’s territory. The 
current state of separation is caused by historical reasons. 
The reunification of the motherland is only a matter of 
time. In this sense, it is appropriate to regard investments 
from Hong Kong and Taiwan (including Macao) as 
“investment from Chinese.” 


There are a large number of Chinese living overseas, 
particularly in Southeast Asia. Most of them live abroad 
for a long time engaging in all types of businesses. They 
have completely integrated themselves economically and 
socially with the local economy and society. A few of them 
are enormously wealthy, and they have solid economic 
strengths and are economically influential in the country 
where they reside. Some of them still retain their Chinese 
nationality. When these people make investment in China, 
such investment should be regarded as capital from over- 
seas Chinese, which is different from the capital from 
Hong Kong and Taiwan. In spite of the fact that they 
themselves are of Chinese nationality, they still must 
observe and are protected by the laws and decrees enacted 
by the government of the country in which they settle, 
since they have lived there for many years. We welcome 
overseas Chinese to make investment in building the 
motherland, and we have specific overseas Chinese poli- 
cies in dealing with overseas Chinese and the capital from 
them. Judging from either the current or future conditions, 
we should distinguish the overseas Chinese capital from 
the capital from Hong Kong and Taiwan. On the issue of 
regarding the capital from Hong Kong and Taiwan as 
investment from Chinese, I would rather call the capital 
from Overseas Chinese as “Overseas Chinese capital” in 
order to distinguish one from the other. 


As for the large number of Chinese who have changed their 
nationality, they in essence are no longer overseas Chinese. 
They are foreign citizens of Chinese origin. In spite of the 
fact that they still maintain ties with their relatives and 
friends in China, their investment in China should, in 


“investment from Chinese. 


who uphold this theory of “frightful China” basically mix 
the overseas Chinese economy abroad with China’s 


economy, China will make use of the overseas Chinese 
economic strength to build a “Great Economic Circle of 
China” and a “Chinese economic empire without national 
boundary.” Some people even claim that China will use 
the overseas Chinese economic strength as the “Fifth 
Column” of this “economic empire.” This is really an 
alarmist talk! This thesis is obviously ridiculous, because 
the “economic circle” involves issues of sovereignty and 


is impossible for Israel to i 
strengths in the United States, Russia and Western Europe 
to establish a “Jewish Economic Circle.” The “small 
Hong Kong and Taiwan“ 


totally 

Economic Circle of China“ which incorporates the Chi- 
nese economy of other sovereign staies in its orbit. They 
make use of the "Great Economic Circle of China“ to 
concoct the theory of a “frightful China.“ Their possible 
motives and ideas may not be the same. However, some of 
them really try to make use of this to drive a wedge 
between China and the Southeast Asian nations. There- 
fore, we should not use the term "China Economic Circle“ 
and be careful not to fall into other people's trap. 


From this, we can see that there is a greater need for us to 
strictly distinguish investments from different categories 
of Chinese which include investment from Chinese, from 
overseas Chinese and from foreign citizens of Chinese 
Origin so as to avoid misunderstanding and providing 
others with readily exploitable loopholes. 
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(Editor for this article: Zhan Xiaohong 6124 
1420 3163) 


Article Reviews Walt Disney IPR Case 
94CE0739A Beijing XIAOFEI SHIBAO in Chinese 
13 Aug 94, p I 


[FBIS Translated Article: “Mickey Mouse Charges Into 
Beijing Court—The First Open Court Trial of a Copyright 
Suit Brought by a US Company in China”} 


[FBIS Translated Text] The representative of the U.S. 
Walt Disney Company in Beijing purchased some chil- 
dren’s picture books at Chinese book stores and pub- 
lishers. Disney cartoon characters were used in the books. 
With that as proof, the Disney Company in January of this 
year brought a copyright suit in the Beijing Municipal 
intermediate People’s Court Intellectual Property Court, 

that Beijing Children’s Publisher, Beijing Pub- 
lishing and the Xinhua Bookstore Beijing distrib- 
utors infringed on their copyright. Disney Company's 
intention in doing this was to test China's promise that it 


Beijing Municipal Intermediate People’ s Court Intellectual 
Right Court. The court determined that some of 
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cartoon characters. They include (1) Mickey 
, (2) Cinderella, (3) Peter Pan, (4) Snow White, and 
numerous other characters. It is common knowledge that 
all of these cartoon characters are the artistic creations of 
the U.S. Walt Disney Company. for these 
works have been registered in the United States. 


The Walt Disney Company has never authorized or agreed 
to the Beijing Children’s Publishers’ publishing and selling 
picture books containing images of their cartoon charac- 

their works of art protected by copyright. 
alt Disney Company has never authorized or 
Publishing House and the Xinhua 


published by the Beijing Publishing House and other 
picture books infringing on the plaintiff's copyright. By 
detailed comparison, it was discovered that the picture 


i 
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books published, distributed, and sold by the three accused 
are total reproductions of Walt Disney Company pub- 
lished picture books. 

Disney Company later brought an additional suit on the 
Disney children’s books published by the Beijing Pub- 
lishing House. 


The Beijing Publishing House’s agents in the suit, Junhe 
[0689 0678] Law Firm's Wang Yadong [3769 0068 2639] 
and Beijing Municipality [0022 0554] Law 
Firm’s Ren Liying [0117 7787 4481] believe that what the 
plaintiff is requesting in the suit exceeds the scope of legal 
protection. There is a time limit to the protection that 
works of U.S. citizens receive in China from the 

law and other related tions, and within that, publi- 
cation and sales have different time limits. 

Lawyer Wang Yadong said that the Chinese and United 
States governments signed the Memorandum of Under- 
standing On Intellectual Property Rights Between the 
People’s Republic of China Government and the United 
States of America Government on 17 January 1992. 
Article Three, Section Nine of the Memorandum specifies 
that, beginning sixty days after the Chinese and the United 
States governments sign the memorandum, the works of 
the other country’s citizens will be protected by their 
respective laws. That is, the works of United States citizens 
receive the protection of the Chinese Copyright Law and 
related regulations beginning from 17 March 1992. 


Beginning 15 October 1992, China implemented the Berne 
Convention for the Protection of Literary and Art Works. 
After that the State Council also promulgated the Regula- 
tions for the Implementation of International Copyright 
Agreements and the State Copyright Office issued a notice 
based on the State Council Regulations for the Implemen- 
tation of International Copyright Agreements on con- 
tinued use of special ions and specified that 
beginning 15 October 1993, the sale of special reproduc- 
tions of foreign works should receive the authorization of 
the original copyright holder. So, we can reach the fol- 
lowing conclusions: 


The works of United States citizens receive the protection 
of the Chinese Copyright Law and related regulations 
beginning 17 March 1992. Before that, authorization is not 
required to publish works and the rights of works of 
United States citizens sold before 15 October 1993 and 
published before 17 March 1992 are not infringed. So, the 
request in the plaintiff's suit exceeds the scope of legal 
protection and the premised conditions for seeking the 
pursuit of infringement responsibility do not exist. 


The two lawyers, Wang Yadong and Ren Liying, believe 
that [the actions of] the Beijing Publishing House, 
including the Children’s Publishing House do not consti- 
tute infringement of the plaintiff's copyright. The Beijing 
Publishing House and the Great World Publishing Com- 
pany, Limited concluded an agreement to publish the 
Disney Moral Stories Series 


On 21 March 1991, Beijing Children’s Publisher represen- 
and Great World 
seng [5591 2182 


tative Liu Ziwu [0491 5261 2976 
Publishing Company, Limited's Cai 
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3932] concluded an t to publish Disney chil- 
dren’s books. The agreement specified and 


t 


lishing Company, Limited acting alone obtained a pub- 
lishing contract signed by the Maxwell Communications 
Company, Ltd. (Hong Kong) representative. The contract 
confirmed that Maxwell Communications Company, Ltd., 
with the US Disney Company’s authorization, 
publishing authority for the Chinese translation of Disney 
children’s books and was the authorized agent for trading 
the publishing rights of the books. 


The plaintiff in the suit said that in 1987 Walt Disney 
Company and a British company, the British Translation 
Publishing Company (This company later became Max- 


China. This set of picture books contained several images 
of Walt Disney Company cartoon characters. In June 
1991, Maxwell Translation Company had stopped pub- 
lishing and selling this set of picture books. Since that time, 
the plaintiff has never authorized or agreed to anyone, 
including the three accused, republishing, distributing, and 
selling these picture books in China. 


Lawyer Wang Yadong said that the agreement between 
Beijing Publishing House and the Great World Publishing 
Company, Ltd. agreement company should be an invalid 
contract and the invalid responsibility that it created must 
be distinguished. 

As specified in the 21 March 1991 agreement between 
Beijing Publishing House and the Great World Publishing 
Company, Ltd., Great World Publishing Company, Ltd. 
was responsible for arranging copyright authorization for 
publishing Disney children’s books. It was proven by such 
means as court investigation and evidence produced that 
Great World Publishing Company, Ltd. did not do its duty 
of providing copyright authorization to the utmost and did 
not obtain authorization, causing the bilateral agreement 
to be invalid, thereby causing the invalidity of the contract 
to be totally the responsibility of Great World Publishing 
Company, Ltd. 


The agent of the accused believes that Great World Pub- 
lishing Company, Ltd. should assume unshirkable respon- 
sibility in this case. The reason is that publishing the 
Disney children’s books was a common effort of Beijing 
Publishing House and Great World Publishing Company, 
Ltd. and the two parties had a publishing agreement. 
According to the specifications of the Beijing Publishing 
Company, Ltd’s agreement, obtaining authorization to 
publish Disney children’s books was the official responsi- 
bility of Great World Publishing Company, Ltd. The Great 
World Publishing Company, Ltd. is the actual doer of the 
principal facts in this case, including the fact that Maxwell 


The plaintiff's agent said that whether to sue or not is the 
plaintiff's right. 
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that the accuseds’ publishing of works for which Disney 
has the publishing rights before the Memorandum of 
Understanding on Intellectual Property Rights Between 


the People’s Republic of China and the United States of 
America went into effect does not constitute infri t 
of the plaintiff's rights, but the works published the 
Memorandum went into effect should bear infringement 
responsibility. As regards the accuseds’ request that the 


i 
d 
3 
i 
| 
: 


lishing Company in this case is a third 
independent rights to request. The court announced 
will continue to try this case. 


Agriculture 


State Adjusts Cocoon Prices 


94CE0707B Beijing ZHONGGUO TANGZHI BAO 
in Chinese 18 Jul 94 p 1 


[Article by Bian Shi (6708 2514): “State Adjusts Pur- 
chasing Price for Mulberry Silk Cocoon”) 


FBIS Translated Text] In order to protect silkworm 


E 
4 


worm cocoon when the new cocoon season begins in 1994. 


1. The national purchasing price of mi fresh mul- 
berry silkworm cocoons, which are priced on the basis of 
dry cocoon weight, (9.2 gram dry weight and 100 percent 
usage rate) is raised from 440 yuan to 650 yuan per 50 
kilograms. The purchasing price of mid-grade mulberry 
silkworm cocoons, which are priced on the basis of cocoon 
layers (21 percent cocoon layers and 100 usage rate) is 
raised from 430 yuan to 640 yuan per 50 kilograms. The 
price differential between the above pricing methods 
remains the same. 

2. In some areas of Zhejiang and Jiangsu provinces where 
the policy of “unified marketing of cocoons and pricing 
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3. The above adjusted prices include 8 percent of agricul- 
tural tax for special local products 


4. In purchasing mulberry silkworm cocoons, all localities 
must strictly enforce the state pricing policy and quality 
standards, pricing strictly according to quality, and strictly 
forbid oe Say cae oe prices indiscrimi- 


Grain Forward Price Lower Than Spot Price 


94CE0707A Beijing ZHONGGUO WUZI BAO 
in Chinese 8 Jul 94 p 3 


[Article by Cheng Tan (4453 0982): “Rice Forward Price Is 
ee eee vemee 700 Yuan 
Per Ton”]} 


{FBIS Translated Text] In June the price of nonglutinous 
long-grain rice at the Shanghai Grain and Edible Oil 
Exchange was divided by the state grain and edible oil 
price adj t on June 10. Before the adjustment, the 
price of nonglutinous long-grain rice was stable while 
falling slightly. After the adjustment, it slowly increased. 
At the Dalian Commodity Exchange, the rice price rose 
throughout the whole month of June and slowed down 
slightly toward the end of the month. In early June, 
forward prices of nonglutinous long-grain rice at Shanghai 
were respectively 1,980 yuan, 2,233 yuan, and 2,241 yuan 
per ton for four-month, six-month, and nine-month deliv- 
eries. By the end of June, the above prices changed to 
2,043 yuan, 2,241 yuan, 2,270 yuan per ton, increasing by 
3.2, 0.3, and 1.3 percent respectively. The rice price in 
Dalian was lower than that of Shanghai, but the increase 
rate was greater. In early June, rice forward prices at 
respectively 1,795 yuan, 1,923 yuan, and 

for one-month, three-month, and 
five-month deliveries. By the end of June, these figures 
changed to 1,880 yuan, 2,054 yuan, and 2,175 yuan per 
ton, increasing by 4.7, 6.8, and 11.5 percent respectively. 


The current price hike of rice is in general normal because: 
1) Forward rice price is markedly lower than spot price 
which is between 2,200 yuan and 2,300 yuan per ton. The 
forward rice price for four-month delivery at Shanghai is 
about 200 yuan lower per ton than the spot price. Forward 
rice prices for six- and nine-month deliveries remain 
basically the same as spot prices. Dalian’s prices are even 
lower. 2) The increase rates are within the normal margin 
and lower than the increase rates of recent state grain price 
readjustment. Most local areas have raised list price for 
grade-A rice from 1.66 yuan to 1.94 yuan per kg, increasing 
by 16.9 which is much higher than the increase 
rate of futures market. 3) Supply is tight on the spot 
market. Floods in Southern China have made traders 
pessimistic about substantial increases in grain produc- 
tion. 4) Rice price is on the rise on the international 
market, and rice export has shown some increase. 5) Price 
in general is higher now, and cost for means of agricultural 
production and reserves is also higher. 


three-month and five-month futures dropped from 2,484 
yuan and 2,292 yuan per ton to 1,758 yuan and 1,766 yuan 
per ton, declining by 726 yuan and 526 yuan per ton 
respectively. 


Guangxi Reports Autumn Grain Area 


95CE0013L Chongqing XINAN JINGJI RIBAO 
in Chinese 29 Sep 94 p 1 


[Summary] At present the autumn grain area in Guangxi 
totals 27,753,100 mu, an increase of 2,189,300 mu, or 8.6 
percent over 1993. The late rice area is 17,113,900 mu, the 
semilate rice area is 2,040,500 mu, and the corn, soybean, 
and other dry grain area is 8,598,700 mu. The late hybrid 
rice area is 12,366,100 mu, accounting for 72.3 percent of 
the late rice area. The semilate hybrid rice area is 
1,547,200 mu, accounting for 75.5 percent of the total 
a oe ee eS wae 


Hubei Anticipates ‘Good’ Cotton Harvest 


OW1910113894 Beijing XINHUA in English 
1123 GMT 19 Oct 94 


[FBIS Transcribed Text] Wuhan, October 19 (XIN- 
HUA)—Central China’s Hubei Province is expected to 
have a good harvest of cotton with total output reaching 
500 million kilograms this year, 50 million kilograms more 
than that of last year. 


By the date of October 10, the province purchased 160 
million kilograms of ginned cotton from farmers, 45 mil- 
lion kilograms more than that of the same period last year. 


As a major cotton producer of China, Hubei planted over 
$00,000 hectares of cotton this year, 14,000 hectares more 
than last year. 


The raising of purchase price by the state has stimulated 
the initiative of farmers in cotton production. Farmers 
have also adopted new technology and scientific means in 
cotton planting. 

The province’s farmers successfully fought against 
droughts and bollworm in mid-July. 


Liaoning Fertilizer Price Problems 


94CE0707C Shenyang LIAONING RIBAO in Chinese 
1] Aug 94 p 6 


[Article by Ding Xiaoguang (0002 2556 0342) and Lin Yan 
(2651 1484): “Chemical Fertilizer Price Soars Again and 
Overburdened Farmers Cry Out: ‘Who Will Hold Back 
This Runaway Horse?’”] 


[FBIS Translated Text} As food for grain, chemical fertil- 
izer plays a decisive role in modern agricultural produc- 
tion, and its price changes have a special impact on 
farmers’ nerves and enthusiasm for production. 

Since the beginning of 1994, the chemical fertilizer market 
of Liaoning Province has witnessed a situation where 
prices increased too fast and too high, dampening farmers’ 
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enthusiasm for grain production. Farmers are at a lost. The 
State stresses the importance of agriculture, but why is the 
price of the means of agricultural production rising so fast 
and why is market so chaotic? With this question in mind, 
we conducted a special investigation in seven cities and 14 
counties and districts. 


With enterprises’ production cost going up, small-scale 
production of chemical fertilizer in Liaoning Province is 
declining, and many small chemical fertilizer plants have 
either shut down or switched to other lines of production 
one after another. Very few of them are still operating. As 
far as large chemical fertilizer plants are concerned, higher 
production cost is one factor. The other factor is that after 
changing from specialized to general management, the 
supply and marketing system has to face a series of new 
problems such as funding and transfer and is therefore 
forced to market products to other provinces to seek new 
marketing partners. In the meantime, this year’s exchange 
reform and border trade changes have caused fertilizer 
import to be less than last year. In addition, the price of 
chemical fertilizer has only increased, not declined. The 
agricultural development of “two high and one outstand- 
ing” in Liaoning Provin« - is another cause for increases in 
the use of chemical fertilizer. The abovementioned factors 
have caused a general shortage of chemical fertilizer supply 
in Liaoning Province this year. 


Between November and December 1993, panic purchasing 
occurred everywhere due to the factor of value-added 
taxes, which used to cause the prices of chemical fertilizer 
and grain to rise in the past. (Value-added taxes should be 
kept within price limits. Insufficient publicity had caused 
people to panic.) On the three days of 20, 21, and 22 of 
November, Zhangwu county sold 3,000 tons. This phe- 
nomenon quickly spread to production areas, causing 
Panjin and other chemical fertilizer producing areas to 
start raising prices in the face of panic purchasing. Local 
inventories were exhausted one after another. While 
inventories were being replenished, the state introduced 
the value-added tax, and the lowest factory price was 1130 
yuan per ton. Management units with sufficient funds were 
able to buy the cheapest chemical fertilizer in 1994. Taking 
advantage of the loopholes in state policies, chemical 
fertilizer plants established one after another companies of 
all descriptions to resell chemical fertilizer at higher prices 
for profits, giving rise to a situation where chemical 
fertilizer price went up as supply went down and demand 
increased. For instance, the lowest price of Liaohe urea at 
county-level farm supplies companies was between 1130 
and 1150 yuan per ton when the value-added tax was first 
introduced. In April the price went up to 1420 yuan and in 
May it was 1480 yuan. By June it was 1530 yuan per ton. 
Even at such prices, goods were not available unless there 
was some personal connection. There were also factors like 
whether or not an invoice was made out or whether there 
was any charge for favors, etc. It was understood that 
between March and June a certain chemical fertilizer plant 
charged 1150 yuan per ton plus an additional of 150 yuan 
if the invoice was made out to a supply and marketing 

y. In early 1994, imported ammonium II [er an 
(0059 6941)], which was very popular with farmers in 


come to the point where it is unbearable. The highest retail 
price of Liaohe urea reached 2000 yuan per ton in some 
counties and districts of Prefecture. Even in 
areas where prices were lower, such as Lingyuan, Changtu, 
and Liaozhong, the retail price was also close to 1700 yuan 
per ton, almost two times as high as that of 1993. In 1993, 
urea cost 1150 yuan and ammonium II cost 1460 yuan per 
ton. In 1994, urea cost 1700 yuan and ammonium II cost 
3000 yuan per ton. Calculated on the basis of these figures 
and assuming that the amount of chemical fertilizer used is 

chemical fertilizer cost 49.1 yuan per mu in 
1993 and 81 yuan per mu in 1994, an increase of 31.9 yuan 
or 65 percent. Assuming that per-mu yield of corn is 1000 
jin, chemical fertilizer alone will cause production cost of 
corn to go up by 3 fen for each 500 ke of corn. Other cost 
such as seeds, pesticide, mechanical operations, and land 
contract fees will cause the production cost of corn to go up 
an additional 3 fen for each 500 ke. If there are any other 
factors of inflation, the price increase of 9.6 fen for each 
500 ke of new grain allowed by the state will be basically 
offset or cancelled out. 


Skyrecketing Price Is Confusion in 
the Marketing Channels of Chetnical Fertiliey 


The land of Liaoning is filled with the smoke of gunpower 
of the great war of chemical fertilizer. Chemical fertilizer is 
handled by many entities through many channels. The 
state, collectives, and individuals are all in this game. Each 
county has several hundred dealers. This has seriously 
interfered with the normal order of chemical fertilizer 
circulation market. A main feature of the market disorder 
is that the dealers do not care who the purchaser is. They 
would sell to whoever has the money. The forms of 
disorder and the causes of price increase can be summa- 


rized into the following categories: 


Initial disorder at manufacturers’. Manufacturers supply 
goods first to their supply and marketing companies or 
service companies which transfer goods to their subsid- 
iaries. The subsidiaries then sell the goods themselves or 
jointly with local marketing units. Their wholesale price is 
200 yuan or more higher than the price limit. Dealing with 
these companies, all localities are angry but dare not speak 
up. In order to guarantee local production needs, they have 
no option but pay the high price. 

More disorder at middle links. Localities buy at a high 
price and sell at a higher price. They also resell to 
= other for profits, worsening the problem of a price 

ike. 


Resale within a county. Generally county-level farm sup- 
plies companies will sell wholesale to sales departments 
under their own or other companies. Some county-level 
companies sell wholesale to their own county and cooper- 
ative development companies which then sell wholesale to 
grassroots cooperatives or retail stores. Most farm supplies 
companies we investigated do their own marketing. 
Restricted by enterprise interest, farm supplies companies 
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the goods to other wholesale dealers. Some areas witnessed 
a phenomonon unseen for many years—goods being trans- 
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and western areas of Liaoning Province. 


Organizations not only add a link to the circulation system 
but also fail to keep their promises in sales. They generally 
do not sign any contracts. They just make verbal agree- 
ments. For instance, a certain city farm supplies company 
agreed in early April to sell 100 tons of ammonium II to a 
county company at the price of 2000 yuan a ton. Before the 


truck arrived, the price was changed again to 2200 yuan 
per ton. Things like this happened all the time. Different 
departments of these izations compete with each 
other to sell chemical fertilizer, forming a marketing 
situation of “a hundred flowers blossom.” These organi- 
zations have authority, abundant funds and supply. The 
level of their prices has a definite and direct impact on the 
level of market price. 


High import price is also a contributor to higher prices. 
Due to the uncertainty of orders made in early 1994 plus 
the excessively high prices and untimely delivery of local 
manufacturers, county-level farm supplies companies hes- 
itated to make any purchase. But in order to meet local 
production needs, they had no choice but to purchase from 
other provinces. For instance, Chaoyang Prefecture pur- 
chased most of its late topdressing from Yutian of Hebei 
Province, including urea produced in Urumgi, Yinchuan, 
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and Shandong, and chemical fertilizer produced by small 
enterprises in Hebei Province. Since purchasing time was 
short and demand was large, prices were generally higher 
than order contract prices. Therefore, imports from other 
provinces have also increased local sales prices of chemical 


Chemical Fertilizer Market Management Is Inefficient 


As far as most areas are concerned, markets of means of 
farm production lack management. Basically they are not 
managed. Prices are generally higher than the allowed 
price differences. Retail prices are of course totally out of 
control. Dealers operate without license on the market. 
Imitations and inferior goods are all over the market. 
Farmers are moaning and groaning. This phenomenon can 
be attributed to two reasons: one is inadequate attention of 
local government; the other, insufficient enforcement of 
relevant policies such as price management. Comrades at 
grassroots units mostly reflect that since prices at the 
provincial level are not under control, if lower levels try to 
control the price, they are afraid that they will not be able 
to get any goods and county heads will be upset with them. 
Facing the soaring inflation, some people think that since 
grain prices will go up, it is okay to raise the price of means 
of production. No clear-cut regulation and control mea- 
sures are available for resolving the prodlems of chaotic 
marketing channels. This has provided a good opportunity 
for dealers to engage in illegal resale. 


The government should increase the intensity of overall 
regulation and control over market, strengthen the man- 
agement of farm supplies market, and let farmers really 
feel that the party and the government have paid great 
attention to agriculture. Judged from the practice of gov- 
ernment strengthening control over market in Lingyuan 
and Liaozhong counties, advantage is greater than disad- 
vantage. First, farmers have gained real benefits and 
reduced their burdens. Second, market is under control, 
circulation of imitations and inferior goods, stopped, the 
function of main channels, protected, and tax and profit 
delivery, guaranteed. Decontrol does not equal no control. 
As long as the government is determined to unclog mar- 
keting channels, stabilize supply and prices, and turn 
market disorder into order, agricultural production of 
Liaoning Province will develop soundly. 


Grain Import, Export Strategy 
94CE0719A Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 8, 15 Aug 94 pp 36-38 


[Article by Li Yongjiang (2621 3057 3068), International 
Trade Research Institute of the Ministry of Foreign Trade 
and Economic Cooperation: “China’s Grain Import and 
Export Trade”) 


{FBIS Translated Text] The History and Present Situation 
of China's Grain Import and Export Trade 


The history of China's grain import-export trade shows 
that it has in general passed through four stages. The first 
stage was the 1950's, when virtually all trade was export, 
with very little imports. The statistics show that during the 
decade 1950 to 1959, China exported a total of 22.8 
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i tons, an average import volume of 2.56 
million tons each year. The third stage was from 1977 to 
1983, and this period was basically a time when a great 
deal of grain was imported into China and very little 
export. China imported a total of 87.04 million tons of 
grain during that seven years, while exporting 11.06 mil- 
i eraged 10.85 million tons each year. 


spectacular is that China’s grain imports have declined 
annually since the beginning of the 1990's, while the 
volume exported rose considerably. In the biennium 1992- 
1993, China became a net grain exporting country; more- 
over, in 1993, the net volume of grain exported was as high 
as 6 million tons, a miracle in China’s grain trading 
history. 


Looking at the changes during the four stages of China’s 
grain trade development, China’s grain import-export 
trade has fluctuated greatly. This is closely related to 
differing domestic agricultural policies and economic 
development models at different periods of time. 


There were also major changes in China’s import-export 
trade. Historically, rice was the chief export product, 
usually occupying 45 to 75 percent of China’s annual grain 
exports. However, starting in the mid-1980's, rice’s pro- 
portion of China's grain export declined every year, drop- 
ping from 72 percent in 1980 to | percent in 1993. 
Meanwhile, the amount of China’s corn exports increased 
dramatically: in 1983, China’s corn exports appeared to be 
very small, but by 1993 it was up to as much as 11.1 
million tons, which was 84 percent of China's grain 
exports. At present, China has become the world’s second 
largest corn exporting nation after the United States. 
China’s corn exports are chiefly concentrated in other 
Asian countries. For example, Russia and Korea are 
China’s biggest corn importing customers: in 1992, China 
exported 4.144 million tons of corn to Korea, which was 
41 percent of China’s corn exports for that year. Next is 
Japan, at 2.154 million tons, which was 21 percent. 


The principal grain imported to China is wheat, which 
usually constitutes over 90 percent of China's total grain 
imports. China imports wheat from chiefly Canada, the 
United States, France, and Austria. Based on Chinese 
customers’ statistics for 1992, China in that year imported 
about 5.67 million tons of wheat from Canada; this occu- 
pied 53.6 percent of the total of China’s wheat imports for 
that year and made it the leader. Next was the United 
States: in 1992, China imported 3.3344 million tons of 
wheat from the United States, which was 31.55 percent of 
China’s wheat imports for the year. 
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China’s Grain Import-Export Strategy 


Establishing China’s grain import-export trade strategy 
involves a series of important issues, including China's 
future economic development model, fundamental 
domestic situation, agricultural policies and grain produc- 
tion output, etc. 

At present, although the gross amount of China’s grain 
imports and exports trade is large, the amount per capita is 
small, plus it continues to decline. China currently has a 
total area of 144 million mu under cultivation, 479 million 
mu of grass land, 187 million mu of forested areas, and 
2,614.4 billion cubic meters of water resources. The per 


tial development of cultivatable wasteland and the affect 
of currently cultivated farmland being converted to other 
uses, population change, etc., it is forecast that from the 
end of the century to the year 2020, the per capita amount 
of agriculture resource occupation will still be in a 
declining trend. Preliminary forecasts are that, by 2000, 
the per capita cultivated land occupied will be one mu, 
grassland 3.7 mu, forested land 1.4 mu, and water 
resources 2,200 cubic meters; and in 2020, the per capita 
occupation amount for the above-mentioned resources will 
be 0.9 mu, 3.2 mu, 1.2 mu and 1,740 cubic meters 
respectively. When one adds in such factors as uneven 
water and soil distribution, low resource quality, severe 
environmental pollution and deterioration of natural 
ecology, etc., it presents a rather grim situation for the 
development of Chinese agricultural production, espe- 
cially grain production. Looking at consumption demand, 
because China has nearly one-fourth of the world’s popu- 
lation, huge population pressure is causing China's con- 
sumption level for grain, meat and major agricultural 
products to be considerably lower than the world’s average 
consumption level. Therefore, in the future, there will be at 
least three basic conditions which will not change: one is 
that every year, the gross increase in population will be 
more than 15 million; two is the declining trend in amount 
of cultivated land; three is that the per capita grain 
occupation amount will be around 400 kg. These three 
conditions determine that we should not ignore the issue of 
grain in China, for the future grain supply will not be too 
optimistic. For quite some time into the future, China's 
grain supply will not be abundant; we will still have to 
import some grain. What this means is that China will still 
be incapable of grain self-sufficiency. 

In recent years, China has carried out the new grain 
importing policy: starting | April 1993, China put into 
effect the agent system for grain imports, abolishing the 
grain import subsidies to the provinces and municipalities, 
with the result that in 1993, China’s wheat imports 
dropped dramatically. 


At the core of China's grain import-export trade is the 
issue of grain imports, so in the future the focal point in 
establishing China's grain import-export trade should also 
be on the grain import strategy. 


At present, there are many countries in the world incapable 
of grain self-sufficiency, and while the strategies and 
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grain importing and exporting. 


Given China’s grain supply and demand situation and the 
nature of international grain market trading, I believe that 
in the near term, that is in the coming three ycars, China’s 
volume of wheat imports will remain at about |0 million 
tons, corn and rice exports will surpass 5 million tons, the 
amount imported will about equal the amount exported, 
and China’s net annual grain imports will reach 5 million 
tons. In the middle term, that is by 2000, when people’s 
living standards will attain the well-off level, China’s 
annual wheat imports will get up to about 10 million tons. 
In the long term, or by the year 2020 when China will enter 
the new stage of transition from well-off to prosperous, the 
annual grain imports will be as much as 20 million tons; by 
then, corn imports will have ceased. Given this sort of 
import scale and considering the increasingly expanding 
trend of future grain imports, I suggest that China should 
basically adopt the first import strategy, i.c., stable, long- 
term, appropriate volume of imports in the future. The 
foundation for adopting this import strategy is: 


1. By 2020, China will be in a situation of the grain supply 
falling short of demand. The need to import grain is not to 
compensate for the gap between bumper and shortage 
years, but is based on the fact that the prerequisites of 
production cannot satisfy consumption. 


2. The world political and economic situation indicates 
that the world will be in a peaceful environment for the 
next 20 to 30 years, with no sign of a world war erupting. 


3. The world’s grain supply is sufficient. Not only will the 
major exporting countries not alter the current situation of 
grain reliance on the international market, but also the 
competition for foreign markets will become increasingly 
intense. Overall, the future grain market will continue to 
be a buyers’ market. 


4. In choosing grain importing countries, we should 
operate on the principle of pluralizing market elements, 
that is, maintaining trade relationships with multiple 


economic development level and the people's living stan- 
dard, China’s corn exports will still go on for a while; but 
with an increase in China’s per capita meat consumption 
and the development of the feed industry, China will 
terminate corn exports. Because China is the world biggest 
rice producer, rice is our superior plant. In addition, the 
general situation is that the international selling price for 
rice is 50 percent higher than the price of wheat. With the 
development of agricultural science and technology, 
China’s rice quality will continue to improve. In the future, 
only rice exports from China are certain to increase, 
however, due to the pressure of domestic needs, the annual 
amount exported will not exceed 2 million tons either. 
Therefore, China’s future grain exporting strategy should 
be to take economic efficiency as the dominant factor, that 
is, to change varieties and replace rice exports with exports 
of the higher priced wheat. 


Several issues in China’s medium and long term grain 
trade and essential basic policies 


1. Grain is a strategic material, so we must rely on domestic 
supply. 


We must rely on domestic supplies to resolve China's grain 
problem. It is absolutely impossible to rely on imports to 
handle the problem of feeding a population of 1.1 billion. 
Therefore, we must put the development of domestic 
agricultural production in the number one position, 
increasing Our investment in agriculture, bringing scien- 
tific and technological potential into play, improving per 
unit production output, replacing low production farm- 
land, comprehensively using land resources as well as 
implementing further economic system reform to arouse 
farmers’ enthusiasm for production, doing whatever we 
can to increase grain production. There is no other choice 
besides this. Because population will continue to grow 
rapidly, it will be very difficult to increase the per capita 
amount of grain. Even if we could increase our grain 
production by 10 million tons by the end of the century, 
which would bring it to a production volume as high as 50 
million tons, the population by that time will probably 
break through to the 1.28 billion mark, so the per capita 
grain occupation would still be less than 400 kg. 


To resolve China’s grain problems, it is urgent that in 
addition to increasing production, we restrict population 
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First, grain imports must comply with economic laws. 
Facing an increasingly open economy, it is necessary that 
each coastal province and city be authorized to import 
grain. But there must be an insistence on the principle that 
they collect foreign currency themselves and are respon- 
sible for their own profits and losses. This will maximize 
localities’ enthusiasm for doing business more in accor- 
dance with economic laws, as well as permitting each 
coastal province and city in the macroscopic sense to 
wholly regulate their distribution to industry and agricul- 
ture, grain crops and economic crops, by adhering to the 
characteristics of their local resources in their acceleration 
of economic construction measures. 


Second, establish grain reserve warehouses to make the 
most efficient use of grain imports and avoid losses from 
excessive world grain market prices in some years. The 
State should build grain storage facilities of considerable 
size. Short term investments of this sort can allow use to 
show more initiative in our use of the world market, and 
result in long term efficiency to us. This type of grain 
storage not only is the key for the state's establishment of 
a new grain system, it is also an important means for the 
government to regulate grain markets and intervene in the 
market. At the end of 1993 and beginning of 1994, the 
state’s successful stabilization of the market price of grain 
was the direct result of establishing the grain storage 
system. 

Third, strengthen construction of the infrastructure to ease 
the shipping storage. Shipping is a long unresolved 
problem disturbing China's grain import and export trade. 
The problem manifests itself chiefly in two aspects: one is 
that China’s exported corn and imported wheat cannot be 
loaded for timely shipping due to the limited handling 
capacity of ports; another aspect is a shortage of railway 
shipping, with railway cars in critically short supply. There 
can be no effective resolution of these transport and 
shipping restrictions, because repairing and building ports 
and railways requires a great deal of state investment as 
well as a long period of construction. This has also been 
one of the difficult issues in China's grain import and 
export trade in recent years. Therefore, there is an urgent 
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need to strengthen construction of fundamental port and 
railway facilities; this is not only required by the current 
rapid domestic economic development, it is also an impor- 
tant material guarantee for achieving China's grain import 
and export strategy. 

3. Issues concerned with the economic efficiency of 
importing grain 

In the debate over China's long term grain imports, the 
biggest issues are nothing more than economic efficiency 
and comparative profits. If we calculate the average price 
level in the world wheat market for the period 1990 - 1993, 
we see that the wheat FOB price in the Chicago 

in the United States was $122 per ton, $142 per ton after 
a Sa ae Calculations on this base 
price, with US$! equal to 8.7 RMB, the per kg price of 
wheat was 1.108 yuan. This is not too high a price under 
the circumstances of opening up domestic grain prices. In 
addition, the imported wheat's quality is usually higher 
than that of domestic products of the same standard, plus 
it is much better to ship imported wheat from ports in 
coastal cities than it is to ship domestically produced 
wheat from producing areas. So | think that if we do not 
count variables, and just talk about simple calculations, in 
the future for quite some time, it will be reasonable for 
— city residents to take imported grain as a dominant 
actor. 


Looking at the present situation, the key factor affecting 
the economic efficiency of China importing grain is a 
fluctuating foreign exchange rate. Changes in the foreign 
exchange rate starting in 1993 resulted in a 50 percent rise 
in the price of domestic wheat in China, far more than the 
rise in the domestic wheat price. Also, it is unavoidable in 
future development trends that there will be further deval- 
uation of the RMB against the dollar. The question is, how 
much? If the RMB is devalued against the dollar to a 
degree which exceeds the rise in the domestic wheat, there 
will be a decline in the economic efficiency of importing 
wheat, and a corresponding drop in the amount imported. 
At the same time, this will provide a great stimulus to 
production of domestic grains, especially corn, greatly 
promoting growth in corn exports. In 1993, China’s reduc- 
tion of wheat imports and increased corn exports was due 
in great part to an unstable foreign exchange rate and 
devaluation. 


Another important factor which wiil influence the eco- 
nomic efficiency of China's grain imports in the future is 
the successful results of the Uruguay round of GATT 
negotiations, chiefly the large Western grain exporting 
countries signing an agreement to withdraw agricultural 
trade protectionism and reduce grain subsidies. This will 
inevitably provide a strong impetus to raising grain prices 
in the world market. 


Affected by a fluctuating trend in the RMB’s foreign 
exchange rate and the successful Uruguay round negotia- 
tions, the forecast for wheat imported by China in 1995 
will rise at least 10 percent over 1994, causing the world 
market wheat price to be considerably higher than the 
domestic market price. This will very likely result in a 
dramatic decline in the amount of wheat imported. 
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Shaanxi, Sichuan Report Cotton Procurement 


Shaanxi Cotton Procerement 


95CE0013M Beijing NONGMIN RIBAO in Chinese 
14 Oct 94 pl 


[Summary] As of 5 October, Shaanxi Province had 
procured 7,660 dan of cotton. 


Sichuan Cotton Procurement 


9SCEO0I13N Chengdu SICHUAN JINGJI RIBAO in 
Chinese 11 Oct 94 p 1 


[Summary] At present, Sichuan Province has procured 
more than 200,000 dan of cotton, a two-fold increase over 
the same period in 1993. Procurement funds are nearly | 
billion yuan. 


Yunnan Rural Saving Deposits Increase 


95CE00130 Chongqing XINAN JINGJI RIBAO 
in Chinese 11 Oct 94 p 1 


[Summary] At the end of August, rural saving deposits in 
agricultural banks and credit cooperatives in Yunnan 
Province totaled 12.88 billion yuan, an increase of 2.43 
billion yuan over the end of 1993, and an increase of 3.35 
billion yuan over the same period in 1993. Per capita 
savings were 391.56 yuan, an increase of 73.48 yuan over 
the end of 1993, and an increase of 98.8 yuan over the 
same period in 1993. 


Jiangxi Estimates Grain, Cotton Output in 1994 
95CE0013P Beijing NONGMIN RIBAO in Chinese 
18 Oct 94 pl 


Summary] Estimated gross output of grain in Jiangxi 

ince for 1994 is 16 billion kilograms, and gross output 
of cotton 4 million dan. The per capita net income of 
farmers - exceed 1110 yuan, an increase of 240 yuan 
over 1993. 


Hog, Pork Prices Continue To Rise in Sep 


95CE0013Q Chengdu SICHUAN JINGJI RIBAO 
in Chinese 15 Oct 94 p 3 


[Summary] In September the procurement price for hogs 
on average was 3.45 yuan per gram, an increase of 21.9 
percent over August, and an increase of 100.6 percent over 
the same period in 1993. The state-set sales price of pork 
on average was 5.63 yuan per gram, an increase of 22.7 
percent over August, and an increase of 104 percent over 
the same period in 1993. In September the market price of 
pork (fresh meat) in 10 major cities was 5.85 yuan per 
gram, an increase of 14.0 percent over August, and a 78.9 
percent increase over the same period in 1993, and the 
average price for frozen pork was 9088 yuan per ton, an 
increase of 23.6 percent over August, and a 111.2 percent 
increase over the same period in 1993. 


Major reasons for the price increases are: |) Seasonal, there 
are fewer hogs being slaughtered. 2) The Moon Festival 
and National Day holidays have decreased supplies and 
increased prices. 3) Hog stocks in Sichuan, Shandong, 
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Jiangsu and other major-producing regions have dropped. 
4) With increased hog procurement prices, the wholesale 
market price for meat has increased. The procurement 
price for hogs in Hunan is 3.40-3.50 yuan per jin, in 
ener, Se penne © Si etn Ot De, ee See 
the price is 4.50 yuan per jin. In Chengdu the allocation 
price for frozen pork in wholesale markets is 8200 yuan per 
ton. In Shanghai the wholesale price for meat is about 9100 
yuan per ton, and in other areas it is as high as 10,000 yuan 
per ton. 


The average price for piglets is 5.06 yuan per gram, a 21.3 
percent increase over August, and a 103.2 percent increase 
over the same period in 1993. 


Rural Economic Development Meeting Viewed 
94CE0775A Beijing JINGJIXUE DONGTAI in Chinese 
No. 8, 19 Aug 94 pp 24-26 


[FBIS Translated Text] The Chinese Academy of Social 
Sciences, the Chinese Town and Country Financial News- 
paper Office and the Handan city Agricultural Bank held a 
meeting on rural economic development May 5-10, 1994. 
Summary of the main viewpoints from specialists at the 
meeting follows: 


1. Reform of the rural financial system could become 
the breakthrough for reform of financial systems 


This is the unique opinion of Economist Dr. Li Xiaoxi of 
the State Council Research Office. Its basis is: 1) The 
rebuilding of Chinese Agricultural Banking branch banks 
will be much easier than that of Industry and Commerce 
banks. The target of loans for Industry and Commerce 
banks are primarily national large and medium enter- 
prises. When Industry and Commerce Banking branch 
banks change systems, it involves their credit relationship 
with large and medium national enterprises; in particular, 
the problem of large debts is very difficult to handle. 
Although agricultural banks also have this problem, the 
impact on debts of supply and marketing cooperatives and 
other medium and small businesses is much greater. 
Because of this, it is fairly easy to handle. 2) Regarding the 
delineation between administrative and operating goals, 
agricultural banking is fairly simple and clear. The rela- 
tionship between the examination and approval process 
involving administrative items and departments involved 
in national macroscopic management becomes fairly 
simple. 3) The various types of funds that have emerged in 
rural banking in the past two years show that there is a 
rather great potential for rural financial development. At 
= same time, the infusion of new ideas in financial 

nizations outside the system generates a great force for 
refo orms within the system, which thus requires a quick- 
ening in the pace of reforms to the systems of rural 
financial organizations. 4) The present operating condi- 
tions of agricultural banks and lending institutions has 
already reached a point where change must occur. The 
value of credit is decreasing, management lacks the neces- 
sary control, and administrative losses conceal serious 
operating losses. It this continues without change then 
agricultural banks and lending institutions could become 
“an organ that is seriously sagging and further withered”. 
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5) During reforms to the systems of rural financial organi- 
zations, the establishment and operation of lending insti- 
tutions and rural cooperative banks could possibly accel- 
erate and spur the rebuilding of agricultural banks and 
conversion into industry and commerce banks. 6) The 
various problems emerging now in rural economies are 
interrelated with building rural financial organizations. 
Without reforms to rural financial organizations, it would 
be difficult to spur further development in rural econo- 
mies. This point is of great interest to the entire party and 
all the people and could become the major impetus for 
spurring reforms of rural financial systems. 


2. Infusion of new ideas into township and town 
enterprise systems 


Concerning this issue, Deputy Director of the Chinese 
Academy of Social Sciences Rural Development Institute 
Zhang Xiaoshan stresses these points: (1) Township and 
town enterprises should implement the shareholding 
system or the stock cooperative system. This is the main 
substance for infusion of new ideas into the system. 
Qualified enterprises should form into limited responsi- 
bility companies or limited liability companies. As for 
stock cooperative enterprises, they currently already con- 
tain enterprises of varying types. Concerning this, we 
should not insist on uniformity and not be eager to 
standardize stock cooperative enterprises. We should view 
stock cooperative enterprises as development of township 
and town enterprises. Organizationally, it gives us even 
more room to choose pluralization. Generally speaking, 
the difference between China’s stock cooperative enter- 
prises and normal stock cooperative enterprises is rather 
great. Based on actual conditions, a large portion of stock 
cooperative enterprises are not capable of, and do not have 
what is necessary for, developing into real cooperative 
enterprises. Everyone should have clear understanding of 
this. (2) Implementation of the stock cooperative system 
by township and town enterprises is not merely for the 
purpose of ready funds (for short-term loans). Its under- 
lying purpose is distinct enterprise property rights. For 
township and town enterprises to create the conditions for 
transitioning to a modern enterprise system, it involves the 
problem of public accumulation of the enterprise. In a 
stockholder-run enterprise, if the accumulation does not 
clearly go to the stockholders, they would then have no 
motive to spur appreciation of the assets of the enterprise. 
In enterprises where all are stockholders, if the property 
rights of public accumulation are unclear, business man- 
agers and workers are afraid to allow new workers to enjoy 
free of charge the wealth they accumulated in the past, and 
likewise would not strive to increase the assets of the 
enterprise. Because of this, in this type of enterprise, the 
ultimate property rights of public accumulation should 
belong to the stockholders. The ultimate property rights of 
a stock cooperative enterprise transformed from a rural 
collective enterprise, such as establishment of collective 
stocks, should belong to the members of the community, 
and they should decide whether this portion of the prop- 
erty rights should be meted out to individuals. (3) Town- 
ship and town enterprises pursuing the shareholder system 
and the stock cooperative system are undoubtedly positive 


JPRS-CAR-94-051 
27 October 1994 


undertakings; however, because of dissimilar conditions 
such as the level of technology, the scope of production, 
the types of operating activities, and the grades of prod- 
ucts, we should permit township and town enterprises to 
have the option of differing systems. Under certain condi- 
tions, the complete contract system for township and town 
enterprises may after all also be accepted as a fairly good 
system option. In areas of central and western China where 
township and town enterprises are fundamentally weak, 
we should encourage the development of individual, pri- 
vately-run and partnership enterprises, and promote the 
—_ of various forms of capital, technology and land and 
abor. 


The key to bringing new ideas to the internal systems of 
township and town enterprises should be to make the 
wealth generated by the capital, technology, land and labor 
invested in the enterprise by managers and producers to 
have an even closer relation with their income. We should 
allow a specific person, not an unreal collective, to be 
responsible for maintaining and increasing the value of an 
enterprise’s assets and allow them to enjoy the associated 
benefits from this. By doing it this way, only then can 
township and town enterprises really thrive. 


3. Regional policy for developing the agricultural 


economy 


During the past several years, Deputy Director of the 
Chinese Academy of Social Sciences Population Research 
Institute Cai Fang constantly researched this subject. He 
felt we had created faulty areas in policy arrangements and 
ideological knowledge for developing rural economies 
between regions. These faulty areas caused the original 
disparities in the unequal development of the economies 
in the eastern and western parts of the country to widen 
even more. Because of this, determining a policy for 
regional growth that conforms to regional economic con- 
ditions and is feasible is the key to us avoiding pitfalls and 
quickly spurring economic development. To this end he 
proposed a comparative superiority strategy for regional 
economic development. 


Cai Fang felt China created its own superiority because it 
is a nation vast in area, with a large disparity in the level of 
development and varying in endowments of natural 
resources. All areas that want their economies to take off 
must integrate their respective latent key production ele- 
ments into their own products. Under a fairly complete 
and open market system, production elements and prod- 
ucts can flow between each region. But because the 
exchange of production elements will undergo numerous 
conditional restrictions, such as the flow of capital having 
a complete financial channel, the movement of the work- 
force being restricted by the costs involved in moving and 
the quality of the workforce, and the fact that land can not 
flow freely, generally speaking, the mobility of products is 
much stronger than the mobility of production elements. 
Under these conditions, based on a principle of compara- 
tive superiority, we should achieve the effect of exchanging 
elements through the exchange of products. For example, 
in areas where there is an abundant workforce, although 
directly trading a workforce for capital is not an easy thing 
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to do, it can provide a means for developing work inten- 
sive products and industry. They could then use this to 
trade their products which do not have production ele- 
ments. Based on this line of thinking, areas in eastern, 
central and western China can rely on their own compar- 
ative superiority and obtain their respective incomes 
through an exchange of products. Although this develop- 
ment strategy of comparative superiority can not spur the 
development of high-grade, precision and advanced indus- 
tries areas in central and western China, they can ulti- 
mately achieve their goal of obtaining capital, and based 
on this capital they can have a comparative superiority. 
With this they go from being backwards to modern, and 
are among the ranks of those that are flourishing fairly 
well. Currently a trend where workforce superiority has 
been lost and capital and technological superiority has 
increased has emerged in areas along China’s southeast 
coast. Undoubtedly, this is an excellent opportunity for 
development of township and town enterprises in central 
and western China. 


4. Devote major efforts to develop rural “people-run” 
industry and commerce enterprises 


Economist Dr. Liu Yinggiu of the Chinese Academy of 
Social Sciences Economic Research Institute points out: 
Currently, we should devote major efforts to develop 
people-run industry and commerce enterprises in China’s 
vast countryside. We should set up enterprises that are 
voluntarily formed by the people, in whatever form, 
regardless of size and funded by themselves. This is an 
effective way which conforms to the inherent requirements 
of the productive forces and is advantageous to rural 
economic development. |) “Government ownership” and 
“government operation” seriously destroyed the produc- 
tion initiative of the broad masses. Implementation of the 
household system of linking remuneration to output thor- 
oughly concluded the history of agricultural production 
with the crop growing industry as the main body which was 
completely managed by the collective (the embodiment of 
the nation). After a phase of practice, the vast peasants 
once again began to march in unison toward rural industry 
using the people-run way for doing business. Practice 
proved that in those places with people-run industry and 
commerce, the growth in business was rather great and 
quick. The productive forces there also grew rather 


quickly. 2) “Government operated” industry and com- 


merce is a form of operation and mode of production that 
is only effective under specific historical conditions and 
within specific social scopes. Under present conditions in 
China, it would be completely impractical to allow it to 
once again be the dominant system. Among China’s city 
industry and commerce enterprises, there were parts of the 
country where nearly two-thirds were normally operating 
under capacity, to the point of being in a condition where 
production had fully or partially stopped. Moreover, at the 
same time the household system of linking remuneration 
to output freed rural productive forces, it was also sub- 
jected to great pressure from a surplus workforce num- 
bering in the tens of millions. Under these conditions, 
developing “people-run” industry and commerce will vig- 
Orously arouse initiative in many ways and at many levels, 
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thereby making it possible to vigorously spur the develop- 
ment of China’s rural economy. 3) Concerning collective 
ownership industry and commerce, all production is run 
quite well and it should be actively supported as well. 
Concerning the few enterprises that are run poorly and are 
in the red for a long period of time, they must be converted 
to people-run (enterprises) by such means as renting and 
auctioning them. At the same time, we should develop 
people-run industry and commerce by the vast amount of 
peasants choosing for themselves and independently 
uniting to do individual or partnership operations. In only 
this way will we be able to make the differing stages of 
China’s vast rural productive forces achieve fairly fast 
growth and for capabilities to be fully unleashed. Only then 
can the various economic returns be effectively coordi- 
nated and each of the various economic components take 
their proper place under equal competition. 


Fake ek, wa ot Ou cotntand Gncgnent be 
China lies in bringing about scaled operations 


Assistant Researcher Ma Xiaohe of the National Planning 
Commission Economic Research Institute believes, as 
seen from practical experiences of economic development 
in flourishing nations and flourishing areas within the 
country, only when the workforce in the agricultural field 
is able to possess enough land can the conditions exist for 
them to raise the rate of work production and agricultural 
goods, thereby increasing their income by a large extent. 
But the real problem we face is, in the current stage the 
workforce held up in China’s agriculture is increasing, 
Causing agriculture to not only be unable to bring about 
scaled operations, but also causing the scope of land to 
become smaller. But within the past 10 years or so, at the 
same time the size of the workforce supply increased by a 
large extent, the phenomenon of an ever decreasing 
amount of work expended emerged in agricultural produc- 
tion. Presently, the major decrease in the actual amount of 
work expended on production of agricultural products 
creates a sharp contrast with the rapid increase in the size 
of the workforce supply. It is very obvious we would want 
to eliminate this contradiction, prevent the continual 
decrease in the scope of land operations, and ultimately 
bring about scaled operation in China’s agriculture. The 
most basic way would be to shift the large surplus agricul- 
tural workforce to non-agricultural industries. But in 
recent years, the development of rural non-agricultural 
industries has just not been favorable for shifting agricul- 
ture’s surplus workforce. The real reason for this is that the 
non-agricultural industries took the way of using capital in 
place of labor, making it obviously inferior in regards to its 
ability to attract a workforce. The effects of this vicious 
circle caused the rate of agricultural work production to 
increase slowly, so much so that it has decreased. An 
increase in agricultural production did not produce an 
increase in income. As can be seen from this, the most 
important thing in realizing land scaled operation is how 
to regulate the way rural non-agriculture industries 
develop, and to constantly increase its ability to attract a 
workforce. 
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6. Setting a policy for regulating and controlling the The system was first carried out in the Al Horgin banner of 
buying and selling of scientific goods the north China’s Inner Mongolia Autonomous Region, 


Deputy Director of the Chinese Agricultural and Scientific 
Acaiemy Economic Institute Chen Fan points out, 
China’s food problem that has evolved thus far is actually 
in essence a problem in the differing interests and cooper- 
ation among the three major groups—food producers, 
commodity grain consumers and food managers. Under 
the premise that the government should represent the 
interests of the three, the actions of the government to 
regulate and control the food problem should be “‘orien- 
tated” to: Establishing a food risk fund and setting a lowest 
price guarantee for food, and maintaining the dynamics of 
food supply and demand that is basically level through 
price guarantees for purchases and regulation of handling. 
Generally speaking, China’s food supply and demand 
should essentially use market “mechanisms” for automatic 
regulation. The government only should, moreover only 
can, carry out appropriate regulation and control on the 
food market. 


Chen Fan also believes the policy of “‘a set quantity and 
floating prices” is worth discussing, the reason being: 1) its 
real intention is monopolistic food purchasing, and it does 
not conform to the inherent laws of the operation of a 
socialist market economy system. 2) It is difficult to 
actually operate. The target of the policy proposed by Chen 
Fan is whether it is possible to determine “scalar quantity 
and set prices”. Under the premise of floating food prices, 
specialists from within the central government in charge of 
the administrative function “food reserves department” 
would each year ensure that a certain amount of food was 
obtained through market purchases. This “certain 
amount” should be 100 billion jin plus a special reserve for 
yearly waste. The latter includes yearly “handling” waste 
and natural waste. Meanwhile, at the beginning of each 
year information is disseminated to peasants by setting 
equitable lowest price guarantees for food. By doing it this 
way, a change in the function of government, especially the 
central government, is realized. 


Government To Adopt New Contracted System for 
Grassland 


OW2110120394 Beijing XINHUA in English 
0835 GMT 21 Oct 94 


{[FBIS Transcribed Text] Hohhot, October 21 (XIN- 
HUA)}—China plans to adopt a household based con- 
tracted system for its 400 million hectares of livestock 
farms, according to a ministerial meeting held recently in 
Inner Mongolia. 


The move aims to achieve higher economic gains of the 
large stretches of grassland, and at the same time, to 
improve the ecological environment. 


According to the meeting which was sponsored by the 
ministry of agriculture, a vontracted responsibility system 
for grassland production with compensation is expected to 
be implemented in the whole country in the coming three 
or four years. 


which has now been taken as pace-setter for the whole 
country. 


Located in the east part of Inner Mongolia, the banner has 
a total of 1.04 million hectares of grassland resources that 
can be tapped. 


In 1987, the local government formulated a number of 
regulations and rules on use of livestock farms with com- 
pensation in a bid to fight against the farm’s deterioration 
caused by overuse or overexploration of the grass 
resources. 


In the past seven years, the banner has collected nearly 3.3 
million yuan by contracting most of its livestock farms. 
Some 85 percent of the money has been used in reconstruc- 
tion of the grassland. 


Over 290,000 hectares of livestock farms have been sealed 
and more than 5,600 household contracted farms have 
been built, with an annual grass output totaling 1.5 billion 


kg. 


The average per capita income of herdsmen reached 995 
yuan, a hefty increase of 466 yuan from that before the 
system was carried out. 


So far, about 270,000 households in 59 counties or banners 
in the region have benefited from the system and they have 
gained 51.2 million yuan through offering the right to use 
farms. 


According to the agricultural officials, the contracted 
system has been implemented for about 72 million hect- 
ares of grassland in 25 provinces and regions across the 
country. 


Farm Trade Policy Evolution, Cost 


94CE0718A Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 8, 15 Aug 94, pp 21-24 


[Article by Li Zhigiang (2621 1807 1730) of the Macro- 
economic Research Institute of the Chinese Agricultural 
Science Academy: “Analyses of Changes in Chinese Agri- 
culture Economic and Trade Policies and Their Cost- 
Benefits”’] 


[FBIS Translated Text] I. Major Changes 

1. Tariff Policy 

(1) From the founding of New China to reform and 
opening up, tariffs on imported commodities were rather 
high and export commodities were exempt from taxation 
or export taxes were levied on only a few products. 


Because China is a developing country with a vast popu- 
lation and supply and demand are great, when the country 
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was first founded, the principle of self-reliance was estab- 
lished. To safeguard the development of domestic indus- 
trial and agricultural production, reduce the import of 
agricultural products and byproducts, and use foreign 
exchange sparingly, a rather high tariff rate was adopted 
for imported agricultural products and byproducts. At the 
same time, to ensure the necessary foreign exchange for the 
import of industrial commodities, a tax exempt or a low 
tax policy was implemented for agricultural product and 
byproduct exports to encourage agricultural product and 
byproduct exports to ensure a national balance of p:yv- 
ments. Before 1982, except for the levying of a tariff on 
four types of export products—peanuts, peanut oil, pep- 
permint oil, and peppermint camphor—other agricultural 
product and byproduct exports were as a rule tax exempt. 
The foreign exchange earned from agricultural product 
and byproduct exports greatly supported the import 
demands of state industry (see Table |). It can be seen in 
Table | that before the 1980s, China’s exports of agricul- 
tural products and byproducts and the products processed 
from them made up more than 60 percent of total exports, 
and among imported commodities, import of the mechan- 
ical equipment and industrial raw materials required for 
industrial production made up more than 70 percent of 
total imports. Agricultural product and byproduct imports 
strongly supported the import demands for the industrial- 
ization of the country. 


(2) After reform and opening up, import tariffs were 
appropriately lowered and certain tariffs were levied on 
primary agricultural product and byproduct exports. 


With the implementation of the policy of reform and 
opening up, China’s industrial system was gradually 
improved and the situation of mainly depending on agri- 
cultural products and byproducts and products processed 
from them to earn export foreign exchange was somewhat 
ameliorated. Tariffs on imported commodities during this 
period underwent major adjustment. Beginning from 
1991, tariffs on 256 imported commodities were lowered; 
and in 1992 the import commodity adjustment tax was 
eliminated, tariffs on imported commodities were twice 
lowered, and varieties reached 3,596, lowering overall 
tariffs by 7.3 percent. In 1993 once again, 2,898 taxes on 
imports were voluntarily reduced. The tariff reduction 
reached 8.8 percent, thereby lowering China’s overall level 
of import tariffs to 36.4 percent. Import tariffs on major 
agricultural product and byproduct imports were all 
reduced by five percentage points or more (see Table 2). At 
the same time, as regards exports, because the people’s 
standard of living improved, domestic demand became 
vigorous. At the same time, to limit the amount of agricul- 
tural product and byproduct exports, the processing of 
agricultural products and byproducts was encouraged to 
add value. So, beginning in 1982, a definite proportional 
export tariff was levied on twenty-seven agricultural export 
products, including rice, soybeans, sugar, some aquatic 
products, silkworm cocoons, and raw silk, according to 
their domestic supply. Tax rates were from 10 percent to 
100 percent. The export tax rate on major staple agricul- 
tural products and byproducts, rice, soybeans, sugar, and 
freshwater fish, was 20 percent, but the export tax rate on 
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such products as silkworm cocoons and raw silk that could 
create a high added value, was 100 percent. 


2. Licensing and Distribution Control Policy 
(1) Licensing Control 


To ensure orderly and healthy development of export 
trade, that is to ensure supply to the domestic market and 
satisfy the need to earn export foreign exchange, beginning 
in 1980, China restored the licensing control system for 
export commodities and, looking to their different degrees 
of importance, export products were divided into first, 
second, and third class. In 1988 export licensing controls 
were implemented on 159 commodities, including about 
seventy important agricultural products and byproducts. 
In the following few years, the scope of export products for 
which licensing controls were implemented was further 
expanded. By 1991 it was increased to 234 and important 
agricultural products and byproducts reached about 110. 
But with the continuous intensification of reform and 
opening up, China’s external trade concentrated more and 
more on the use of economic levers and correspondingly 
reduced the interference of state administrative planning. 
According to the 1993 Provisional Measures to Control 
Export Commodities, the scope of state controlled export 
commodities was greatly reduced. There are presently 138 
export commodities for which distribution license controls 
are implemented, a 52 percent reduction from before. At 
the same time, the former classified business practices 
have been eliminated. With the exception of sixteen espe- 
cially important export commodities for which the state 
still organizes centralized operations, the rest of the export 
commodities have been opened up to business by foreign 
trade companies. 


At the same time that export licensing controls were 
implemented, import licensing controls also were imple- 
mented on some imported commodities, and based on 
their different uses, they were divided into two categories, 
one category for means of production and raw material 
commodities and another category for commodities for 
other uses. With the increase in enterprises with trade 
business authority, the state expanded the scope of com- 
modities under imported commodity licensing control for 
a while in order to strengthen enterprise controls and 
ensure orderly import trade. From 28 in 1984 they were 
expanded to 53 in 1988. Major agricultural products were 
increased from only three originally—lumber, rubber, and 
herbal medicine—to eight, including natural rubber, 
lumber, and wool. In 1989 two new staple agricultural 
products—grain and cotton—also were added. But with 
increased reform of the economic and trade system and 
increased macroeconomic control capabilities, the scope of 
commodities under import licensing control was gradually 
reduced. 


(2) Distribution Control 


China’s distribution control system is ma:nly implemented 
on the distribution of export commodities. In accordance 
with the demands of the international trade situation, 
different distribution control patterns are adopted for 
different agricultural products and byproducts. The first 
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category is planned distribution control. The domestic 
demand for this category of commodities is great, but they 
also are traditional export products and have a certain 
predominance on the international market. To do a good 
job of handling the relationship between domestic and 
foreign trade, that is to guarantee the domestic needs for 
the people's livelihood, and to attain the goal for earning 
export foreign exchange, a planned distribution policy 
with the state controlling operations has been adopted. 
The main agricultural products and byproducts include 
grain, cotton, tea, and pongee. The second category is 
voluntary distribution control export products. This cate- 
gory of products are mainly directed toward trade with the 
Hong Kong-Macao region (other countries also demand 
that China put voluntary limits on export volume). In 
order to ensure this region’s economic prosperity, begin- 
ning in 1986, the state implemented distribution licensing 
control on 235 commodities exported to the Hong Kong- 
Macao region. By 1988 the the scope of export commodity 
licensing control toward that region was reduced. With the 
exception of commodities involved in the planning list and 
fresh, live, and frozen commodities, other commodities 
were reduced from the original 158 to 47. In 1993 distri- 
bution was further reduced to 23 mainly fresh, live, and 
frozen commodities; fruits; vegetables; and some Chinese 
herbal medicine materials. The third category is passive 
distribution export control commodities. This portion of 
commodities is mainly textiles. The only agricultural prod- 
ucts are dried cassava and dried sweet potatoes. 


3. Exchange Rate Policy 


Since 1980 China has changed its former situation of 
highly estimating the renminbi exchange rate and has 
continuously lowered the rate. This has had rather good 
results in promoting export production in the country. 
Beginning in 1981, they first changed the single exchange 
rate to a dual exchange rate, that is they implemented an 
internal trade accounting price for foreign trade import 
and export commodities. The exchange of US dollars for 
renminbi (hereinafter exchange rate) was 2.8. Nontrade 
was still converted at the former posted exchange rate of 
1.5. At the same time, with the US dollar exchange rate 
floating up, the renminbi posted exchange rate also was 
gradually lowered, from 1.49 in 1980 to 2.33 in 1984. 
Beginning in 1985, the dual exchange rate policy was 
changed and both trade and nontrade were accounted 
according to a unified posted exchange rate. Moreover, 
from 1985 to 1990, the renminbi exchange rate was 
lowered four times: In the last half of 1985, the renminbi 
exchange rate was lowered from 2.8 to 3.2; 5 July 1986, it 
was lowered from 3.2 to 3.7; 6 December 1989 the ren- 
minbi exchange rate was lowered 26.9 percent to 4.7; and 
17 November 1990 it was again lowered 10.6 percent to 
5.2. After (9 April) 1991, adjustment of the exchange rate 
was slowed within a certain range and by 1992 the 
exchange rate was adjusted to 5.52. Comparing the 1992 
posted exchange rate with the 1981 dual exchange rate, the 
exchange rate had been lowered by 96.4 percent, an annual 
average of 6.3 percent. This was extremely useful in 
lowering the trading prices of agricultural products, 
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increasing the level of foreign exchange earned, and 
encouraging the export of agricultural products and 
byproducts. 


4. Pricing Policy 


To ensure the stability of the domestic market, Chinese 
external trade has all along adopted a separate domestic 
and foreign pricing policy. The purchasing price for export 
commodities and the domestic selling price of import 
commodities in principle were both determined by state 
fixed price or domestic market price, but the foreign sales 
of export commodities and the foreign purchase of import 
commodities were both transacted in accordance with the 
international market price. This separated the domestic 
market and the international market and led to a very great 
disparity between the domestic market price and the 
international market price. Since reform and opening up, 
the basic price separation policy situation has not changed 
greatly. But with constantly intensified reform of the 
domestic pricing and the foreign trade system, the merging 
of the domestic market price and the international market 
is becoming more and more obvious. As far as the 
domestic purchasing price is concerned, the scope of state 
fixed price commodities is constantly being reduced and 
the the scope of market adjusted price commodities is 
constantly increasing. In 1978 state fixed price and state 
directed price agricultural product and byproduct pur- 
chases made up 94.4 percent of total purchases and market 
adjustments made up 5.6 percent. By 1990 state prices had 
decreased to 48.4 percent and market prices had risen to 
make up 51.6 percent of its total. By 1993, with the 
exception of as few as eight varieties, including cotton, 
tobacco leaves, and silkworm cocoons, all other purchases 
were in accordance with the market price, making the 
domestic market price and the international market price 
closer and closer. For example, the May 1994 Zhengzhou 
Futures Market price for wheat was 1110 yuan per ton. In 
the same period, the United States Chicago Futures 
Market price was US$125.66 per ton, the renminbi equiv- 
alent of 1,105 yuan per ton (at an 8.8 exchange rate). The 
domestic and the foreign market prices had essentially 
merged. As regards the domestic selling price of imported 
commodities, the market price portion increased and the 
state fixed price proportion constantly diminished. In 
1992, 95 percent of domestic sales of imported commod- 
ities were at market price and only 5 percent were at state 
fixed price, major agricultural products such as grain and 
cotton. Moreover, with deregulation of domestic grain sale 
prices, among staple imported agricultural products with 
the greatest domestic and foreign price disparity there was 
mainly only cotton. The disparity in the domestic and 
foreign sales prices for other imporied agricultural prod- 
ucts was getting ever smaller. 


In addition to the few policies described above, another 
policy with a rather great affect on agricultural product 
trade was the import and export trade subsidy policy. 
Before 1991 China had a certain amount of financial 
subsidy for exported agricultural products. In 1987 the 
export subsidy for primary products was about 2 billion 
yuan, making up 4 percent of that year’s total primary 
products. After the foreign trade enterprise contract 
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system was implemented in 1988, subsidies were frozen at 
the 1987 base and by 1991 financial subsidies were com- 
pletely eliminated for export commodities. The varieties 
and amounts of import commodity subsidies also got 
smaller and smaller, and by 1992, among import commod- 
ities, those with state subsidies only made up 5 percent of 
the total, mainly such commodities as grain and cotton. So, 
as of now, the affect of the subsidy policy on China’s 
agricultural product export trade is getting smaller and 
smaller. From here on the decisive factors will be mainly 
such economic policies as tariffs and exchange rates. 


Il. Cost-Benefit Analysis 
1. Cost-benefit analysis of exchange rate changes 


As far as agricultural product trade is concerned, the affect 
of exchange rate changes on exports is rather great and the 
affect on imports is comparatively much smaller. Because 
China’s agricultural product imports are mainly to make 
up for domestic deficiencies and structural imbalances, 
they are commodities that must be imported. Moreover, 
domestic consumers mainly consume agricultural products 
supplied by the domestic market and only a very few 
citizens directly consume imported agricultural products. 
So, although it is said that after exchange rates went down, 
the prices of imported agricultural products rose, it did not 
produce a very great affect on agricultural product imports 
and the main decisive influence that it produced was a 
scarcity in the supply of domestic agricultural products. 
But changes in the exchange rate could produce a rather 
great affect on exported agricultural products, and its main 
manifestations are: First, increased cost in the foreign 
exchange earned by export commodities. Since China has 
had reform and opening up, the renminbi exchange rate 
has gone straight down. The average annual 1978-1989 
renminbi exchange rate decline was 8.1 percent. In the 
same period, the cost of export exchange earned by export 
commodities rose 5.9 percent annually. Secondly, the 
decline in the prices of export commodities. Taking grain 
for example, from 1985 through 1992, the domestic grain 
purchasing price increased from 416.1 yuan per ton to 706 
yuan per ton, an annual increase of 7.9 percent, but in the 
same period, the renminbi exchange rate declined from 
2.94 renminbi to the US dollar to 5.52 yuan by 1992, an 
average decline of 9.4 percent. Thus, the free on board 
(f.0.b.) price of export grain was almost unchanged from 
US$ 146.15 per ton in 1985 to US$146.32 per ton in 1992 
(see Table 3). So, although the domestic purchasing price 
was said to increase, because the exchange rate was low- 
ered, the affects of the two on export prices were generally 
offset. So, relatively speaking, greatly lowering the prices of 
export commodities has helped to promote the export of 
agricultural products and byproducts. In 1985 exports of 
agricultural products and byproducts amounted to 
US$4.532 billion. By 1992 export amounts had increased 
to US$11.58 billion, an average increase of 14.3 percent. 


2. Cost-benefit analysis of tariff changes 


Changes in China’s major staple agricultural product 
import amounts have not been directly affected by tariff 
changes in recent years. The decisive influence has been 
changes in domestic supply. Moreover, import tariffs are 
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not levied on major staple agricultural products or the 
customs rates are rather low. For example, no import tariff 
is levied on grain, a low 3 percent tariff is levied on cotton, 
a 20 percent tariff is levied on edible vegetable oil, and a 30 
percent tariff is levied on sugar. In recent years, among 
these few imported products, with the exception of the 
import tariff on edible vegetable oil that went down 
somewhat in 1994, the others all remained unchanged. But 
there was an extremely great change in the volume of 
imports (see Table 4). In Table 4 we can see that as regards 
such major agricultural products as grain and cotton, since 
the early 1980s, their production and supply have gradu- 
ally increased, correspondingly alleviating the domestic 
supply contradiction. By 1984 and 1985 they had reached 
new levels of supply. During the same period, import 
amounts also gradually declined. Grain imports declined 
from 13.53 million tons in 1983 to 6 million tons in 1985 
and cotton declined from 230,000 tons to 200 tons. 
Between 1985 and 1990, production was in a reduced 
output fluctuating period, and the corresponding demand 
was even more vigorous than before. So, the volume of 
imports gradually increased. ‘rain imports in 1989 
increased to 16.58 million tons and cotton increased to 
520,000 tons. After the 1990s, production of such com- 
modities as grain and cotton strode into a new growth 
period and import amounts correspondingly gradually 
declined. Obviously, changes in the amounts of imports of 
these staple agricultural products were not directly affected 
by changes in tariff policies. 


But if a rather high tariff is levied on export products, it 
still has a certain affect on the agricultural product export 
trade. For example, beginning in 1989, the state set a 100 
percent export tariff on such products as silkworm cocoons 
and raw silk, greatly reducing the volume of silkworm 
cocoon and raw silk exports, but comparative trade greatly 
increased. Before 1989, China’s raw silk exports always 
maintained a rather high level. In 1985 the export volume 
was 10,893 tons, the export value was US$250.85 million, 
and the f.0.b. export price US$23,028.60 per ton. In 1988 
the export volume was 9,404 tons, the export value was 
US$303.68 million, and the unit export price was 
US$32,292.60 per ton. In this period of time, because the 
domestic purchasing price rose rather greatly, the 1988 
purchasing price rose to 150 percent of that of 1985. But at 
the same time the lowering of the exchange rate was rather 
small, the 1988 exchange rate was 26.5 percent lower than 
that of 1985, causing the unit export price to rise rather 
rapidly. After 1989, because of the 100 percent export levy 
on silk, the export volume gradually declined, but the unit 
export price rose rather greatly and the export value 
increased correspondingly. In 1989 the silk export volume 
was 11,361 tons, the unit export price was US$46,381.48 
per ton, and the export value was US$526.94 million. The 
reason that the 1991 unit export price was lower than in 
1989 was that during that period the rise in the domestic 
purchasing price was small. The 1991 purchasing price 
declined by 3.6 percent from 1989, but at the same time 
there was a rather great lowering of the exchange rate. In 
1991 it was 41 percent lower than in 1989, causing the unit 
export price to decline somewhat. But despite the fact that 
the 1991 export price was 8.4 percent lower than in 1989, 
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its export volume, on the contrary, declined by 30.3 
percent from 1989. This was precisely a reflection of the 
effect of tariff limitations. 


Ill. Analysis of the Favorabitity of a Few Major Agricul- 
tural Products 


The previous analysis indicated that China’s tariff changes 
did not have a very great affect on the import trade of 
major agricultural products. Now we are mainly discussing 
the affect on major staple agricultural product exports 
after the merger of the exchange rates. In 1994 after the 
renminbi exchange rate was merged, it caused the ren- 
minbi exchange rate to decline greatly from the 1993 base. 
In April of this year, it was 8.7 yuan to US$1. With this 
exchange rate, the domestic futures price on such major 
agricultural products and byproducts as rice and cotton 
was far lower than the international market price, but the 
market prices of such products as wheat, corn, and soy- 
beans were all higher than the international market (see 


products as wheat, corn, and soybeans, except for May, in 
all other periods the domestic price was h than the 
foreign price. So, if in the last few months of this year, the 
renminbi exchange rate is still maintained at 8.7 yuan to 
the US dollar, it will not help export of these few 
agricultural products. But rice and cotton are totally dif- 
ferent. From the perspective of the current situation, the 
domestic May rice futures price was US$198.851 per ton, 
and the 23 April Bangkok rice market price was US$425 
per ton, a 53.2 percent disparity between the domestic and 
the Stpr price. The October domestic futures price is 
US$257.241 per ton, still much lower than the US$425 per 
ton level. So, for a period of time hereafter, if the excha 
rate only does not raise greatly, the price situation should 
be extremely favorable to rice exports. The cotton situa- 
tion also is similar. If only the disparity of the domestic 
and foreign price is even greater, with the disparity of the 
two almost reaching 100 percent, it will be even more 
favorable to cotton exports. 





Table 1—1953-1982 Import and Export Commodity Values and Their Structure (Unit: $100 million) 










































































Year Exports Imports 
Total Agricultural and Sideline Agricultural Products and Total Mechanical Equipment and 
Products, — Prod- Byproducts Within That Industrial Raw Materials 

Value Share Value Share Value Share 
1953 10.22 8.34 81.6 5.69 55.7 13.46 12.15 90.3 
1955 14.12 10.52 74.5 6.51 46.1 17.33 15.70 90.6 
1957 15.97 11.43 71.6 6.40 40.1 15.06 13.11 87.1 
1959 22.61 17.25 76.3 8.50 37.6 21.20 19.30 91.0 
1961 14.91 9.93 66.6 3.09 20.7 14.45 8.28 57.3 
1963 16.49 11.06 67.1 3.99 24.2 12.66 5.98 47.2 
1965 22.28 15.39 69.1 7.37 33.1 20.17 13.42 66.5 
1967 21.03 16.14 75.6 8.39 39.3 20.20 13.35 66.1 
1969 22.04 16.86 76.5 8.42 37.4 18.25 12.60 69.0 
1971 26.36 18.75 71.1 9.55 36.2 22.05 16.47 74.7 
1973 58.19 43.80 75.3 20.80 35.8 51.57 36.147 70.1 
1975 72.64 44.11 60.9 21.50 29.6 74.87 58.23 77.8 
1977 75.90 46.70 61.5 20.96 27.6 72.14 50.00 69.3 
1978 97.45 61.05 62.6 26.91 27.6 108.93 81.75 75.1 
1979 136.58 76.43 56.0 31.57 23.1 156.75 118.24 75.4 
1980 182.72 88.16 48.2 34.19 18.7 195.50 139.95 71.6 
1981 208.93 91.43 43.8 36.81 17.6 194.82 127.74 65.6 
1982 218.19 86.04 39.5 32.43 14.9 174.78 109.90 62.9 
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Table 2 Tariff Changes on Major Agricultural and Sideline Product Imports 
Variety Hegs Citber, Geats Fresh and Fresh and Fresh and Applies, Majer Vegetable 
aad Sheep Frezen Pork Frozen Frozen Pears, etc. Grains and Oil 
and Mutton Poultry Vegetables Granslar 
Starch 

Before 40.0 40.0 $0.0 $0.0 $0.0 80.0 40.0 15-28 

Adjusting 

the Preferred 

Tariff Rate 

After 35.0 35.0 45.0 45.0 45.0 40.0 35.0 9.7-20 

Adjusting 

the 

Tariff Rate 

Table 3 Affect of 1985-1992 Exchange Rate Changes on Export Grain Prices Yuan ($/Ten) 

Year Exchange Rate Domestic Purchasing Price Export F.0.B Price 

1985 2.94 416.1 146.15 

1986 3.45 465.9 139.25 

1987 3.72 $08.5 137.52 

1988 3.72 $63.7 165.61 

1989 3.77 750.0 181.65 

1990 4.78 716.6 174.81 

1991 §.32 677.3 145.62 

1992 $.$2 706.0 146.32 

Table 4 Affect on Imports of Major Staple Agricultural Product Production and Supply (Unit:10,000 Tons) 

Year Grain Cotton Vegetable Oil Sugar 
Import Production Import Production Import Production Import Production 
Volume Volume Volume Volume Volume Volume Volume Volume 

1983 13.53 387.28 230,000 4.637 35,000 10.55 1.83 million 40.32 
million million million million million 

1984 10.41 407.31 40,000 6.258 14,000 11.91 1.23 million 47.8 
million million million million million 

1985 6 379.11 200 4.147 35,000 15.784 1.91 million 60.47 
million million million million million 

1986 7.73 391.51 200 3.54 200,000 14.738 1.18 million 58.53 
million million million million million 

1987 16.28 402.98 6,000 4.245 510,000 15.278 1.83 million 55.5 
million million million million million 

1988 15.33 394.08 35,000 4.149 210,000 13.203 3.71 million 61.87 
million million million million million 

1989 16.58 407.55 520,000 3.788 1.06 million 12.935 1.58 million 58.04 
million million million million million 

1990 13.72 446.24 420,000 4.508 1.12 million 16.132 1.13 million 72.15 
million million million million million 

1991 13.45 435.29 310,000 5.675 610,000 16.383 1.01 million 84.19 
million million million million million 

1992 11.75 442.66 280,000 4.508 420,000 16.412 1.1 million 88.08 
million million million million | million 


























Note: Sugar production volume is sugar crop production volume and edible vegetable oil production volume ts oil-bearing crop production volume. 
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Table 5 Comparison of the Domestic and Foreign Major Agricultural Product and Byproduct Futures Markets 















































(Yuan/Ton, $/Ton) 
Variety Date Domestic Futures Price International Futures Price 
Renminbi Price USS at 8.7 Exchange Rate 
Wheat May 1994 998 114.713 115.648 
July 1994 1,063 122.184 115.373 
September 1994 1,084 124.597 116.751 
Corn May 1994 918 105.517 101.960 
July 1994 964 110.805 103.142 
September 1994 955 109.770 100.878 
Soybeans May 1994 2,102 241.609 242.045 
July 1994 2,241 257.586 241.953 
September 1994 2,280 262.069 239.932 
Cotton 1994 Anticipated May 94—1,786.123 
Purchasing Price 
7,740 889.655 July 94—1,759.912 
Rice May 1994 1,730 198.851 23 April Bangkok Market 
Price 
October 1994 2,238 257.241 425 
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Analysis of Troubled Youths 


94CM0400A Hong Kong KUANG-CHIAO CHING 
[WIDE ANGLE] in Chinese No 263, 
16 Aug 94 pp 36-41 


[Article by Leng Mou (0397 4188): “Is It All The Kids’ 
Fault?—Looking At China’s Troubled Youth”} 


[FBIS Tranlated Excerpt] [passage omitted] It is a common 
feeling among Chinese adults that children become disobe- 
dient, but sometimes adult society has to give in to youth. 
Some young girls and boys rebel against family and societal 
pressures by running away from home; some high school 
students organize into gangs and some of them hang 
around recreation halls and video rooms. They despise 
society’s hopes for them. Some of them run up high debts 
in spite of their youth, which is called “spending future 
money in advance.” They compete with adults in con- 
sumption by boldly borrowing money; some rush into the 
“forbidden sexual zone,” not only sampling the “forbid- 
den fruit” but also actively attacking others and commit- 
ting sex crimes. 


An unsatisfactory test score, an argument with parents or 
classmates, the inability to bear a heavy study load, the 
pressures of entering higher school grades, the concerns of 
puberty, personal ambitions suffering setbacks, imperfect 
growing circumstances, etc., are all possible causes of 
problems in youth during their maturation period, and this 
includes running away from home. 


In recent years, the phenomenon of high school runaways 
occurs frequently: Among more than 140 students in a 
certain grade of a railway affiliated high school in North- 
eastern China, over 40 of them had run away from home at 
some time. At the end of 1993, seven young girls and boys 
in Beijing No.54 High School took clothes and money, and 
collectively ran away without notifying their parents, 
because they were “unsatisfied with boring and unprogres- 
sive studies, and with a life that was short of great waves.” 


In one Beijing high school, two junior high students got 
into a fight at school and when the teacher wanted to see 
their parents, the students agreed to run away. Another 
four or five classmates who knew of the situation not only 
did not report this to teachers or parents, they got together 
for lunch to “cheer up” their classmates who wanted to run 
away. One girl classmate even went to the railway station 
to see them off. After they ran away and arrived in 
Guangzhou, the two students evaded border inspectors 
and dashed into Shenzhen. Their parents advertised on 
newspapers and TV, searching for them everywhere. They 
were not returned home until half a month later, after each 
A the two families had spent over 10,000 RMB on the 
affair. 


Now, friction among classmates, criticism by teachers or a 
very small matter can bring out troubles which have 
accumulated in their minds for a long time, so some kids 
choose to avoid reality in such ways as “running away 
from home.” [passage omitted] 


Today’s youths don’t worry about food and clothes, so 
what does trouble them? An expert on the problems of high 
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school and elementary school students, Beijing’s Su Ting 
[5658 1250] said there were five major aspects to this. 
Analyzing over 26,000 recorded telephone calls received 
over three years by the “Beijing high school and elemen- 
tary school student hotline,” she found that the factors 
which bothered high school and elementary school stu- 
dents are as follows, in order: 


1) inability to make progress in studies, failure to pass tests 
and being sick of studying; overwhelming parental pres- 
sure Causes nervousness in tests; 


2) love affairs; 


3) relationships with other people, in addition to conflicts 
among classmates, in many cases they worried about 
arguments with their parents; 


4) entering a higher grade in school and employment— 
students find it hard to adapt when they are just entering 
junior or senior higher school, and they desperately need 
counseling and supervision concerning entering higher 
grades in school. They want part-time jobs to earn money; 
high school students have become very realistic and prac- 
tical in seeking their life goals, and are strongly intent on 
making money; 


5) the personal concerns of youth; some of them are 
bothered by a lack of confidence in life, some feel lonely, 
and some of them just feel anxiety for no particular reason. 


Su Ting pointed out that a very large share of the “run- 
away” cases were due to family reasons: 


The first is, when children are growing up, their self 
consciousness is growing too, but some parents fail to 
realize this. They still care for and worry about their kids 
on every issue, until their care makes the youngsters 
“impatient,” and a sort of psychological opposition to 
their parents makes them want to run away from the 
over-expansive wing of their parents. 


Second, parents are quite anxious in their expectations for 
their childrens’ success, and this causes invisible pressures. 
Many parents “treat their kids very well while being cheap 
with themselves’’; after working hard in the daytime, they 
accompany their kids in their studies, or prepare food for 
them at night or give them a tube of royal jelly juice. While 
fully understanding their parents’ intent, the kids become 
more anxious and fearful: After taking tests, they at once 
feel they have failed to match their parents’ expectations, 
so some kids simply don’t go home. 


Third is the generation gap. While many parents are upset 
about “appreciating these kids less and less,” many of our 
youth also “give a snort of contempt” when talking of their 
parents. Some parents force their children to accept their 
ideas, so the kids get angry and run away. 


At bottom, the problem of youth running away from home 
is caused by their psychological capacity being too small. 
Many sociologists urge giving young people “education in 
setbacks.” Some experts in Beijing have warned parents 
that, if a young plant has only sun and rain but is never 
subjected to testing by wind and frost, in the end it cannot 
grow up to become a big tree; and that the phenomenon of 
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many families spoiling their children is causing a “psycho- 
logical calcium shortage” in the young, with resultant 
dictatorial behavior. [passage omitted] 


Professor Zhang Xianxiang [1728 0341 5046] of the China 
Youth Research Center says that moving from dependence 
to independence is an important indicator of personal 
maturity, and intelligent parents should accelerate this 
process, not delay it. However, a widespread and out- 
standing problem now exists in mainland family educa- 
tion, and that is over protection. A researcher at the 
Psychology Institute of the Chinese Academy of Social 
Sciences, Kuang Peizi [0562 1014 2737] says that surveys 
of._parents’ attitudes toward educating children show that, 
at present, their attitudes on educating and raising their 
children commonly reflect high expectations and over- 
spoiling. 


A survey conducted by the Beijing Education Institute 
showed that over-spoiling results in a poor capacity to bear 
up under psychological burdens. When more than 1,700 
young people were asked their “reactions to suffering 
setbacks,” and specifically “can you keep on going when 
you suffer failure?’’, 31.> percent of the students admitted 
“they are not strong in !»caring setbacks”; for “have not 
experienced attacks of failure and training,” 5.5 percent of 
the students flatly stated “I can't’; “When I encounter 
such situations, I don't know what to do.” [passage 
omitted] 


There was a cartoon published on 6 June of this year, in the 
“campus-high school news” section of the ZHONNGUO 
QINGNIAN BAO in Beijing. The cartoon reflected the 
fact that mainland young people now have many concerns, 
and the biggest of all not having a close friend. A recent 
mini-survey of over 2,500 high school students throughout 
the nation conducted recently by the ZHONGGUO 
QINGNIAN BAO disclosed that many high school stu- 
dents “have many worries but no one to discuss them 
with”; they very rarely discuss their problems even with 
their parents. 


This mini-survey showed that although 73 percent of 
students choose to discuss their concerns with their 
friends, only 36 percent can really talk about everything 
with friends. 34 percent of the students believe that 
everyone should have his own secrets and privacy, and 
even with friends, one is not obliged to disclose everything: 
6 percent of students think that even their close friends do 
not fully understand them; another 6 percent of students 
are afraid that their own concerns will add to their friends’ 
worries; 4 percent of students are afraid of being embar- 
rassed if friends learn of their concerns. [passage omitted] 


The surprising thing is that 14 percent of high school 
students are very careful, even very wary, when dealing 
with friends. In this, their worldly-wise attitude toward 
friendship exceeds their ages. One high school student 
said, “It is entirely impossible that I can discuss everything 
with my friends. Everyone wears too many masks, and it is 
only when I am by myself that all masks can be removed.” 
One student thought, “Sometimes friends are even more 
frightening than enemies.” Another high school student 
said in a letter to the newspaper: “I am unable to talk about 
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everything with my several so-called close friends; I always 
hold back on some important topics. I do this because I am 
afraid they cannot keep a secret, or that someday when our 
relationship breaks up, they will betray me.” This situation 
also occurs quite often among another special friends 
group—penpals. The survey showed that among 34 per- 
cent of high school students who have acquired penpals, 
only 10 percent of them thought that penpals are more 
sincere as friends. 

Of the responding students, 28 percent temporarily have 
no close friends for such reasons as pressures of study, 
personality, etc. Liu Ximai [0491 0823 3780], a student at 
Chongging’s Long Meng Hao Professional High School 
said: “I want a friend, but I believe I do not go with my 
classmates just like oil doesn’t go with water.” Lu Baojiao 
[0712 0202] senior high student in Xing Town, Ji County, 
Henan, said: “I have almost no close friends in my class, 
because everyone is busy preparing for intensive exams. 
When we pass, all we do is say hello, that’s ail. Some 
students have been in the same class for nearly a year, but 
still don’t know each others’ names, so it is difficult to 
become close friends.” [passage omitted] 


In recent years, some high school students (most of them 
boys) have organized various “underworld gangs,” and as 
some experts point out, the underground character and 
internally condensed strength of these unusual groups 
stands exactly opposed to the positive teachings of schools 
and families. The appearance of “underworld gangs” 
among mainland high school students reflects an estrange- 
ment between some youth and the adult society. Beijing's 
experts on social problems acclaimed that this was a “red 
warning light” sent by youth to families, schools and 
society. 


Mainland high school student gangs usually consist of 
seven or eight or more persons, and the names of the gangs 
are taken from video tapes, for example, the Plum Blossom 
gang, the Thunderbolt gang, the Green Snake gang, Chiv- 
alrous gang, Taiqi Eight Divinatory Symbols gang, Earth 
Dragon gang, etc. They often have gang rules and a secret 
language as well as a uniform mix of gang chiefs, deputy 
chiefs, etc. Among these, the gang rules usually are to share 
joys and disasters, obey orders, keep gang information 
secret, etc., which makes the gangs strongly exclusive and 
underground, so it is difficult for parents and schools to 
find out about them. 


Their actions are more complex, and generally can be 
divided into five types: One is the “recreation and fun 
play” type which in concept embodies the Kungfu society 
organizations. In one high school, seven “brothers” stayed 
together, listing themselves by ages as eldest brother, 
second, and so on down to the youngest, and giving 
themselves individual nicknames such as “The Old Eagle,” 
“The Scholar,” etc. They snuck into their school’s elec- 
trical education class to hold a ceremony of becoming 
sworn brothers, promising that “Seven persons become 
brothers, exploring society together, absolutely devoted to 
each other to create a dominating position.” 


The second is the “emotional connection” type, with the 
crazy fights in video tapes, and the strange gangs in books 
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and magazines all becoming the “sacred stuff” they wor- 
SR ee Cy ean ene 
eather. 


Third is the “Kungfu rules” type. Through their group 
power they threaten, curse and beat up classmaies who 
oppose them, or make trouble in order to show their 
“power and prestige” to people in society. A 16 year-old 
high school student named Luo organized a “caring and 
helping gang,” which they called “helping out and seeking 
justice.” Luo himself became the gang chieftain; in addi- 
tion, six other gang leaders were elected. Five gang mem- 
bers cut their left arms with saw blades and inserted blue 
ink to form a tattoo of the character for “peace.” As the 
gang chieftain, Luo took money to purchase a spring knife 
for everyone, and two people carried a kitchen knife. 


Fourth is the “stealing” type. In order to satisfy group 
members’ eating, drinking and entertaining, they steal 
everywhere. A county high school student named Zhou 
invited about 21 classmates called the “Scorpion Gang.” 
They got together frequently, established discipline, set up 
a system of secret signals and formed a “specialized 
stealing gang,” and a “fighting gang,” with each of them 
carrying weapons. They committed 21 crimes within four 
days after establishing the gang. 


Fifth is the “group stealing” type. A very few high school 
student groups plan and purposely carry out group thefts in 
society. 


An investigation into high school gang activities uncovered 
at least four factors leading to formation of high school 
gangs. First are the physiological ai:d psychological factors. 
Fourteen or fifteen year-old non-adults are in the transi- 
tion phase from childhood to maturity, from dependence 
to independence, and this easily causes them to become 
removed from and rebellious towards parents and 
teachers, both psychologically and emotionally. This in 
turn strengthens their closeness to and reliance on unoffi- 
cial groups within their age group, and gang organizations 
just meet this demand. 


Second, family factors. The investigation showed that 32 
percent of gang participation was due to inappropriate 
family education. This kind of family eagerly looks for- 
ward to the children becoming outstanding, however, their 
simple and crude ways of teaching create a lack of security 
and suitable freedom, which pushes the young people to 
seek compensation outside of their families. Of those who 
joined gangs, 28 percent did it because of the low cultural 
level of their parents, whose stress on money and enjoy- 
ment leaves no time for educating their kids. Another 16 
percent joined because of their parents divorcing, a com- 
plex and cold family relationship, or a lack of love from a 
father or mother. There were 24 percent who were influ- 
enced to join by observing their parents’ own close group 
relationships. 


Third, school factors. In recent years, some schools have 
put their sole emphasis on raising the class promotion rate, 
while ignoring moral education. They quite readily punish 
the slower students or even force them out of school. This 
objectively causes them to give themselves up, and turned 
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to group strength in order to maintain their self respect. 
They then form the negative activities of rejecting pressure 
and claiming domination in school. 

Fourth, the social factor. The uncontrolled spread of 
various murder, pornography and kongfu books, maga- 
zines, movies and TV series do not set a good example ior 
those boy students who love fighting. [passage omitted] 


Since China implemented family planning, sexual knowl- 
edge has been disseminated widely among adults, but the 
approach has been to avoid high school students. Young 
people learn some vague or even incorrect things about sex 
from companions, book stands, gossip newspapers and 
video tapes. With an atmosphere of further openness on 
the mainland, some unwholesome magazines and movies 
have spread widely and sexual attitudes have become 
gradually established in adult social sciences, and greatly 
strengthened youths’ desire to learn about sex. Many of 
them have an open attitude toward sex. 


Some young people are demanding “sexual equality” from 
adult society. In March of this year, Xu Ling [1776 5376}, 
a female Professor of Gynecology and Obstetrics at Beijing 
Xiehe Hospital, completed a questionnaire survey that 
showed: 95 percent of girls who get pregnant before 
marriage wished they had learned about growing up, sex, 
pregnancy and contraception, etc. Some of them also 
yearned to obtain contraception devices through legal 
channels, and this extends far beyond China’s puritan aura 
of the past. 


Professor Xu Ling discovered in her survey of 917 girls 
that over half of them had a sexual experience before they 
were 20 years old, and 483 had been pregnant at least 
twice, with the highest seven times. Among these, 46 
ee worked in service businesses, and 17 percent were 
students. 


Concerned sectors in China discovered in a 1992-93 
survey that 87.4 percent of young people approved of 
being “educated in sexual physiology” during puberty, 
84.6 percent of them approved of “learning sexual ethics,” 
80.2 percent approved of “teaching sexual hygiene,” while 
71.1 percent approved of “teaching sexual psychology,” 
and 40 percent approved of “teaching the knowledge of 
contraception.” 


This survey also showed that a significant number of 
young people have tolerant attitudes toward pre-marital 
sexual behavior. In answering “What would be your atti- 
tude if a girl student in your class became pregnant?”, only 
a small proportion answered “ridicule and disgust’’—this 
was the response of 11.2 percent and 10.2 percent of the 
boy and girl students respectively, while the proportion 
that said they would “recommend she have an abortion” 
was 36.1 percent and 49.9 percent among boy and girl 
students respectively. 


While China is backward in sex education, young people 
hold open ideas about sex, and some engage in. sexual 
activities earlier. A second level senior high schoo! female 
student at one of Beijing’s key high schools said that in one 
year among 100 girl students, she knew of four or five girls 
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who had gotten pregnant, and the number of girls who had 
sexual relationships was as high as between 20 to 30. 


[passage omitted] 


Li Hui [2621 6540], the Deputy Director of the Beijing 
Elementary and Secondary School Counseling Center says 
that the sexual problems that exist today among high 
school students are chiefly the following: 


First, a lack of sexual knowledge and a lack of self- 
protective ability. Among the sexual problems raised 
during counseling on the Beijing elementary and high 
school hotline, 38 percent concerned pre-marital sex, preg- 
nancy and abortion, etc. Not knowing how to practice 
contraception and not knowing what to do after getting 
pregnant often leads to running away from home and 
suicide. Many high school students lack the most basic 

knowledge. Some girl students said that they 
did not dare to sit on chairs which had been used by boy 
students, because of the fear of getting pregnant; some girl 
students asked, “Can I get pregnant by holding a boy’s 
hand or kissing him?” 


Second, negative family influences. Currently, many fam- 
ilies have limited living space, and children can observe 
their parents making love; in addition, in some single-child 
families, the parents differ in their affections for the child 
and raise the child counter to its sexual status. This causes 
sexual errors, and has been a prominent factor in the 
recent rise of homosexuality among young people. [passage 
omitted] 


Third, sexual attacks from adults in society make it diffi- 
cult for the young people to cope. The outstanding 
problem is the frequent incidence of cohabitation. In the 
majority of cases, one cohabiting partner is a girl student at 
a key senior high school, most of whom are guaranteed by 
their schools of going on to college; the other partner is a 
man with a wife and children, ages ranging from 7 to 10. 
Some adult males seduce these naive girl students through 
their power, position and money. The counselors learned 
that 7 percent had lost their virginity when seduced by an 
adult, 14 percent had been harassed by adults, and 5 
percent had love affairs with married adults. (passage 
omitted} 


As people have sought countermeasures, trying to resolve 
such social problems as runaways, youth gangs and sexual 
excess, a new problem has unexpectedly sprung up, one 
that troubles sociologists greatly: young people’s offence of 
indebtedness. 
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Development of a market economy creates a demand for 
consumption in society and provides more consumption 
channels. Some high school students who lack economic 
resources do their consumption with borrowed money, 
which leads to high indebtedness, and some have walked 
into the vicious circle of “borrow money-repay money- 
borrow money.” A few have gone down the road of crime, 
some of them stealing and robbing, some killing their 
creditors, some swindling for money and property and 
some having to trade sex for debts. 

In a recent sensational murder case in Fujian, the killers 
were two third level senior high school students who had 
just turned 18. These two students owed a sum of money to 
the manager of a grocery across from the school. One day, 
when the manager turned down these two students for 
credit purchases and subjected them to a scolding as well, 
they lost control of themselves and killed him. 


At the beginning of last year, a Jiangsu high school student 
owed a few hundred yuan due to his indiscriminate buying 
of Kungfu and mystery novels, and could not find the 
means of repaying when pursued by the creditor. The 
student then imitated the model in one of the novels to 
compose a blackmail letter: “You must hand over 10,000 
yuan by the deadline, or you will be killed without reason,” 
and signed it “The Steel Blood Gang.” He made seven 
copies and sent them to seven influential local bosses. 


Last year two high school students in Sichuan hatched a 
plot to kidnap the niece of one of them and hide her in a 
wood cabinet as a hostage. They then sent an anonymous 
letter to the little girl’s parents demanding 3,000 yuan in 
ransom, which they needed to repay debts. It turned out to 
be a botched kidnapping, as they forgot to loosen the ties 
on the girl and provide her with fresh air, which caused the 
little girl to die of suffocation. 


High schovi students’ going into debt to consume can also 
cause other social problems. A male high school student 
named Wang was an only child. His mother ran a small 
store, so he always spent money quite freely, often inviting 
friends to have snacks. And when he was in a good mood, 
he would invite several friends to a restaurant. If he did not 
have enough money to pay the bill, he would put it on 
credit, and soon owed a lot of money. He often went to his 
parents to request funds, giving them various reasons. 
However, he was never able to pay off what he owed, and 
his debts grew increasingly high. One day, after being 
scolded and slapped by his father, he angrily returned to 
school and invited friends to several luxurious restaurants 
to eat and drink, putting it all on credit. The next day, he 
ran away from home, and has never returned since then. 
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Beijing PAP 2nd Division Assists Public Security 
Apparatus 


95P30007A Beijing RENMIN GONGAN BAO 

in Chinese 6 Sep 94 p 2 

[Summary] The People’s Armed Police Beijing Second 
Division has coordinated with local p:%:ic security com- 
ponents to maintain social order in the capital. On the 
basis of the “Public Security Ministry’s Opinion on Con- 
tinuing To Thoroughly Develop the Severe Crackdown on 
Crime and Energetically Rectify Social Order” and rele- 
vant laws, the division has enhanced the awareness of its 
officers and men and has organized its crack troops into 
sub-units to join in the first-line struggle. By the end of 
August, the PAP Beijing Second Division had mobilized 
its men on over 5,000 occaisions, assisting public security 
in the apprehension of 517 criminals. It has seized 81 
weapons of various types and over 2,500 obscene 
publications. 


T Security Official on Waterwa 
+ ty ys 


94CM0411A Beijing RENMIN GONGAN BAO 
in Chinese 13 Sep 94 p 3 


[Article by Chen Chunging (7115 4783 7230), Chief of 
Public Security Bureau of Ministry of Communications: 
“Wage an In-depth Struggle To Fight Against Crimes and 
Keep Waterways Open and Safe”) 


[FBIS Translated Text] Waterway transportation is one of 
the major arteries in China’s national economic construc- 
tion. Since the beginning of the 90's, the situation of public 
security in inland waterway navigation and at various 
ports is becoming more and more serious in each passing 
day. The tasks shouldered by the public security organs for 
waterway transportation has become more arduous than 
ever before. 


Their first task is to guard against and strike at criminals 
who commit violent crimes and infringe upon passengers’ 
properties, and protect the lives and properties of the 
Chinese and foreign passengers. Since the introduction of 
the reform and opening-up program, the flow of passengers 
and freight has increased on a large scale, and the number 
of criminal cases involving the theft and robbery of 
domestic and foreign passengers’ properties and the use of 
violence against passengers on the ships has sharply risen. 
Adhering to the principle of pooling the efforts of the 
masses and the professionals and of simultaneously pre- 
venting and striking at the criminal cases, the public 
security organs along the waterways and at various ports 
have timely cracked almost all the crimes of a violent 
nature. The passengers now feel much safer than before. 


Their second task is to guard against and strike at the 
criminals who steal cargoes and to ensure maximum safety 
in waterway transportation. The number of cases of freight 
larceny in waterway transportation during the past four 
years rose nearly 20 percent as compared with that during 
the preceding four years. Furthermore, the cases are now 
more serious in nature. The value of stolen goods has 
increased. In minor offenses, the value of stolen goods may 


MILITARY, PUBLIC SECURITY 93 


be worth tens of thousands of yuan, while in major 
offenses, it may be worth as much as one million yuan. The 
public security organs along the waterways and at various 
ports have launched a campaign to crack major cases and 
strike at criminal gangs. Meanwhile, they have strength- 
ened their internal security and their work at the basic 
level, deflated the criminals’ arrogance and ensure the 
safety of the freight. 


Their third task is to guard against and strike at those who 
steal navigational marks and communications equipment 
and ensure navigational safety. Right now, there are thou- 
sands of ships and boats transporting passengers and 
freight in inland rivers. The theft and destruction of 
navigational marks and equipment impose a major threat 
to navigational safety. The number of cases involving the 
theft of navigational marks and equipment rose 54 percent 
in the past four years. There were tragic cases whereas 
ships had collided because navigational marks were stolen, 
Causing ships to sink and passengers to drown. On the one 
hand, the public security organs along the waterways and 
at various ports have relied on the masses in protecting the 
navigational marks, while on the other hand, they have 
strengthened their efforts to crack major cases, arrested 
groups of thieves, punished many habitual offenders and 
ensured navigational safety. 


Their fourth task is to make full use of their superior 
forces, trace criminals on the wanted list and deal telling 
blows at offenders who flee hither and thither to commit 
crimes. During the past four years, they had tracked down 
21,000 criminals of all types including 583 vicious ones 
including many murderers, robbers, rapists and thieves, 
and cracked a large number of major cases which they had 
not been able to solve for a long time. 


Their fifth task is to ensure safety in ocean-going transpor- 
tation and to guard against and investig?’. cases involving 
criminals who try to conceal themselves in ships, sneak out 
of the country and carry out drug smuggling and traf- 
ficking. There are hundreds of ocean-going ships calling at 
several hundred ports in more than 150 countries. In the 
past four years, over 600 people were caught trying to 
sneak out of the country and engage in smuggling and drug 
trafficking. Thanks to the efforts made by the public 
secunity organs at various ports, over 90 percent of those 
who try to sneak out of the country were caught at port or 
on the ship, and drug trafficking activities failed to prevail. 


Their sixth task is to strengthen public security and main- 
tain law and order on ships and at various ports. The 
public security forces ca ships and at various ports have 
earnestly implemented the “Regulations to Maintain Port 
Security” and the “Provisions for Security Control on 
Passenger Ships” jointly promulgated by the Ministry of 
Communications and the Ministry of Public Security, 
vigorously strengthened security control at the ports and 
on passenger ships, and done a good job in maintaining 
public order in passenger transportation. 


Since the beginning of this year, public security work at 
various ports and on ships is still something that merits our 
full attention. The number of criminal cases is on the rise. 
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So are other factors of instability. The number of extraor- 
dinary serious cases is also on the increase. With the 
development of the struggle to severely fight against vio- 
lent crimes, the criminals of various categories in the 
society will also try to hamper the waterway transporta- 
tion. Therefore, under the leadership of the public security 
organs at the higher level, the public security organs along 
the waterways and at various ports must concentrate their 
efforts in waging the struggle to firmly strike at violent 
crimes and severely deal with those criminal offenders who 
threaten public security along the waterways and at var- 
ious ports. They must crack violent crimes and track down 
murderers, robbers and rapists whenever a case is 
reported. They must also prevent violent crimes and the 
use of guns or explosives to commit crimes or seize ships 
by force. In dealing with cases which take place more often 
such as the theft of freight and passengers’ properties, they 
should try to prevent the larceny cases while severely 
striking at the thieves. Particular attention must be paid to 
expose the well-hidden criminal gangs, and resolutely 
deflate their arrogance. The public security organs along 
the waterways and at various ports of the Yangtze River 
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must timely launch campaigns to deal telling blows at the 
river bandits and thieves, and send out patrol boats to 
gather information and firmly strike at those criminal 
offenders who dare to use their arms to seize cargo on ships 
and rob the crew members and the passengers of their 
properties. It is necessary to strengthen public security at 
various ports and on passenger ships. On the one hand, we 
must seriously deal with those who illegally buy and sell 
passenger tickets, disrupt social order, carry out various 
illicit activities such as gambling and the sale and spread of 
pornographic materials and appropriately handle emer- 
gency cases; while on the other we must strengthen our 
patrolling activities and track down all types of criminals 
on the wanted list, criminals at large and criminals who 
flee hither and thither to commit offenses. We must 
strengthen fire-prevention work on ships, improve 
waterway traffic and ensure navigational safety. Mean- 
while, we must wage an in-depth struggle against corrup- 
tion; and help public security departments improve their 
administration, become more revolutionary, modernized 
and standardized and play an even more significant role in 
safeguarding social order. 
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Impact of Direct Taiwan-Mainland Financial 
Dealings 


95CE0015B Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 37, 
19 Sep 94 pp 7-8 


[Article by Wu Feng-xia (070 7685 7209): “Taiwan Lifts 
Ban On Direct Financial Dealings With Mainland”) 


[FBIS Translated Text] Taiwan’s Vice Minister of Finance 
Li Chung-ying [2621 0112 5391] announced in late August 
the names of the first batch of the overseas branches of 
Taiwan banks, including the Hong Kong branch of Hua- 
shang Bank, to be authorized to deal directly with the 
overseas branches of financial institutions on the main- 
land. This move symbolizes the beginning of “circuitous 
direct flights” between banks on either side of the Strait of 
Taiwan and promises to be a boon to all three places: 
Taiwan, the mainland, and Hong Kong. 


Financial Institutions On Both Sides of Strait May Do 
Business Overseas 


As we all know, economic relations between the two sides 
of the strait have developed by leaps and bounds since the 
mid-1980’s despite Taiwan-imposed restrictions. Entrepot 
trade between the two sides through Hong Kong amounted 
to 276.7 billion yuan last year, an 18-fold increase over 
1987, with a surplus of 50.6 billion yuan in Taiwan’s favor. 
As for investment, Taiwan investment in the mainland has 
reached $18.9 billion as of late 1993. More Taiwan foreign 
investment has gone to the mainland than anywhere else. 
In fact, Taiwan has become the second largest investor in 
China. Turning to tourism, | million Taiwan tourists visit 
the mainland each year. In contrast, financial transactions 
between the two had been lagging badly. It was not until 
1990 that banking authorities in Taiwan began to allow 
Taiwan financial institutions to remit funds to and from 
the mainland indirectly. In late 1991 Taiwan companies 
began getting into the “mainland exporting and Taiwan 
offering hypothecation” business. However, all these 
transactions must go through foreign-funded banks in a 
third locale acting as intermediaries. In April 1993, 
Taiwan promulgated the “Regulations on Financial Trans- 
actions between the Taiwan Region and the Mainland.” 
Under the :egulations, the overseas financial institutions 
of Taiwan and the mainland may deal with one another 
directly without going through an intermediate bank. The 
regulations, therefore, provide a legal basis for financial 
institutions in the two places to deal with one another 
directly overseas. Nevertheless, those regulations came 
with a pre-approval system, that is, only institutions 
approved by the Taiwan government can engage in the 
financial transactions in question. The failure of Taiwan to 
produce a list of pre-approved financial institutions effec- 
tively rendered the regulations inoperative. Direct con- 
tacts between financial institutions in Taiwan and their 
counterparts on the mainland existed on paper only. More 
recently, however, Taiwan did publish a list and with it 
“circuitous direct flights” finally took off. 
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Making Things Convenient for Taiwan Companies and 
Promoting Economic Relations Across the Strait 

Any economic activities create a demand for financial 
services. As economic and trade relations developed 
between the two sides, the demand for financial services 
also intensified sharply. Taiwan firms investing in the 
mainland, for instance, must transfer funds from Taiwan to 
China. Investors also need to raise part of their capital in 
Hong Kong and then remit it to the mainland. The import 
and export business of Taiwan-funded enterprises on the 
mainland, the entrepot trade conducted by Taiwan-funded 
enterprises in Hong Kong, and trading business in a third 
region all require banking services such as trade hypotheca- 
tion and the issue of letters of credit. Owing to the rule 
prohibiting direct dealings between financial institutions on 
the two sides of the strait, however, Taiwan companies were 
greatly inconvenienced. Reportedly they were most both- 
ered by the time-consuming nature and costliness of most 
banking transactions. Since banks in Taiwan and on the 
mainland could not do business with one another directly, 
all transactions involving he two sides must go through 
banks elsewhere acting as intermediaries. Say a Taiwan 
company wanted to remit funds to the mainland. It first 
must go to a Taiwan bank and from there the funds would 
travel to the bank’s Hong Kong branch or a foreign-funded 
bank in Taiwan. Next the money found itself in the hands of 
an intermediate bank in Hong Kong which would pass it 
onto a local mainland-funded bank. The latter then remitted 
the funds to the recipient through a mainland bank. Because 
the funds were re-routed so many times, the whole process 
took a long time and was also costly. Second, Taiwan 
businessmen could not build up a close relationship with 
banks. With financial institutions on the two sides unable to 
deal with one another directly, most Taiwan companies 
relied on foreign-funded banks in Taiwan and Hong Kong to 
provide services. But since Taiwan companies usually 
depend on Taiwan commercial banks for most of their 
banking needs and rarely deal with foreign-funded banks, 
the latter have little knowledge of their credit position and 
are therefore more apt to extend loans to them on harsher 
terms, thus boosting their business costs. Now that banks in 
both Taiwan and the mainland are free to deal with one 
another directly overseas, eliminating the use of interme- 
diate banks, Taiwan banks are in a position to provide 
financial services across the strait legally. Taiwan firms are 
expected to turn to Taiwan banks more often for financial 
services. That way they can save time and processing fees. 
Even more important, they can now deal with banks they 
are familiar with, making things more convenient all round. 


Economic cooperation between the two sides of the strait 
is highly complementary. As a result, despite the fact that 
many transactions hitherto had only been indirect and, in 
the case of financial transactions, extremely indirect, eco- 
nomic cooperation has still been able to make rapid 
headway. The lifting of the ban on direct contacts will 
certainly facilitate investment and trade between the two 
sides of the strait by enabling them to take place under 
normal conditions. The move will boost economic rela- 
tions across the strait. 








This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 


























96 PRC MEDIA ON TAIWAN AFFAIRS 


Move Would Benefit Hong Kong Banking Industry 


Among the first batch of banks approved by the Taiwan 
government, 27 are the overseas branches of seven Taiwan 
financial institutions. And of these 27 branches, only the 
local branch of Hua-shang Bank is in Hong Kong; the rest 
are all in other places. Why? Reportedly because Taiwan is 
looking out for the interests of Taiwan’s banking industry, 
mindful of the change in Hong Kong’s status after 1997. As 
the Banking Bureau in the Ministry of Economic Affairs 
put it, before the overseas branches of financial institu- 
tions in Taiwan and the mainland can do business, they 
must first sign a contract in a jurisdiction other than the 
mainland or Taiwan. Since Hong Kong would be under 
Chinese law after its return to the mainland in 1997, it is 
argued, there would be less security for Taiwan financial 
institutions. In fact, only by emphasizing its willingness to 
assume political risk was Hua-shang Bank reluctantly 
included in the list. This interpretation, we may say, is 
inconsistent with facts. Under the Basic Law, mainland 
laws will not prevail in Hong Kong after it is returned to 
China in 1997. This is perhaps an excuse seized by a 
Taiwan still reluctant to see relations across the strait 
develop too rapidly. The fact that only one Hong Kong 
branch made it into the list suggests that the latest piece of 
reform would not do much to stimulate Hong Kong’s 
bi-strait financial industry. On the other hand, we can 
expect this abnormal situation to be short-lived mainly 
because |) Hong Kong is the most vital intermediary in the 
Taiwan-mainland economic relationship (acting as a mid- 
dieman in trade, investment, and tourism) with the largest 
demand for financial services pertaining to the two sides; 
2) Hong Kong is the international financial center closest 
to the two sides of the strait. It also has the highest 
concentration of mainland-funded banks. It is more con- 
venient and faster to have banks from Taiwan and the 
mainland deal with one another directly in Hong Kong 
than in any other city in the world. 


In the wake of growing economic and trade ties between 
the two sides, Taiwan-funded banks have been moving 
into Hong Kong in droves in recent years. So far Hua-nan 
Bank, First Bank, and Taiwan Bank have opened branches 
in Hong Kong. Chang-hua Bank is scheduled to open a 
branch here in September. Taiwan Bank for Small and 
Mid-Sized Business, China Trust Bank, and Hua-hsin 
Bank, which already have representative offices in Hong 
Kong, are working diligently to upgrade them into 
branches as soon as possible. The westward march by 
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Taiwan-funded banks is prompted mainly by a desire to 
offer financial services to the two sides. As the local 
manager of a Taiwan-funded bank put it, if the Taiwan 
government prohibits Taiwan and mainland banks from 
dealing with one another directly in Hong Kong, it would 
then be entirely pointless for Taiwan banks to set up 
branches here. The Hong Kong branches of other Taiwan 
funded-banks have applied to the Taiwan government for 
permission to deal with Chinese-funded banks directly and 
their chances of obtaining clearance are considered good. 
If granted permission, the local branches of these Taiwan- 
funded banks stand to capture a big chunk of bi-strait 
banking, which, in turn, will attract even more Taiwan 
banks to come to Hong Kong. This will increase the 
number of banking institutions in Hong Kong and expand 
the local banking industry overall, particularly bi-strait 
financial dealings. 


Appendix | First Batch of Banks Authorized to Do Busi- 
ness Directly with Mainland-Funded Banks 


China International Commercial Bank: Its Kuang-hua 
branches in New York, Chicago, Los Angeles, Panama, the 
Gu-lang free zone in Panama, Tokyo, Osaka, Bangkok, 
Paris, Amsterdam, and Canada; Kuang-hua International 
Financial Company and Chung-mei Bank in Australia, 


First Bank: Its branches in Guam, Singapore, London, 
New York, Los Angeles, and Frankfurt. 


Chang-hua Bank: Its branches in New York, Los Angeles, 
and Tokyo. 


Communications Bank: Its subsidiaries in Europe and 
branches in New York, Singapore, and the Silicon Valley 
in California. 


Hua-nan Bank: Its Hong Kong branch. 


Appendix 2 Sequence of Financial Contacts Between the 
Two Sides of the Strait 


Sequence of Financial Contacts When Direct Contacts 
Were Banned: 


Taiwan bank—foreign-funded bank in Taiwan or Hong 
Kong branch of Taiwan bank—intermediate bank in Hong 
Kong—mainland-funded bank in Hong Kong—mainland. 


Indirect Hypothecation between Two Sides of Strait After 
Ban Was Lifted: 


Taiwan bank—Hong Kong branch of Taiwan bank— 
mainland-funded bank in Hong Kong—mainland. 
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Interview With DPP Gubernatorial Candidate 


92CM0359A Taipei TIENHSIA [COMMONWEALTH] 
in Chinese No 158, 1 Jul 94 pp 94-96, 99-100 


[Interview: “Chen Ting-nan (7115 1353 0589): Honest and 
Competent Provincial Government; Decentralize Author- 
ity”; interviewer, date not supplied] 


[FBIS Travslated Text] [Question] What qualifications 
does a good governor need? If you become governor, what 
will you bring to Taiwan that other candidates do not? 


[Chen] Before entering politics, I spent 14 years in industry 
and commerce, successively serving in advertising firms, 
the Formosa Plastics Group, companies making shoes for 
export, and foreign trade firms. So during my eight years as 
Ilan county executive, I introduced entrepreneurial con- 
cepts and methods into government administration. That, 
indeed, is precisely how provincial government should be 
handled now—entrepreneurially. For administrative effi- 
ciency and quality are poor and incompetence far too 
rampant. We really need to introduce new ideas. 


Therefore, when people encouraged me to run for gov- 
ernor, I thought we might be able to expand the Ilan 
experience to the province, thereby “entrepreneurializing 
provincial government and transforming Taiwan.” 


The most important elements needed in provincial gov- 
ernment development are improving efficiency and 
quality and fighting corruption. But the KMT has long 
been in power and finds it impossible to effect reform, 
which, to be thoroughgoing, requires complete change of 
personnel and severing the old umbilical cord. If the 
opposition party takes over the provincial government, it 
can pursue reform immediately. Even excluding the issue 
of corruption, the province has many deficiencies just in 
terms of efficiency and quality. So I think administrative 
improvement will yield instant results and that the people 
of Taiwan will soon discover that they stand on the verge 
of a brand new era—of fair, honest, and competent gov- 
ernment. 


I hope to make the people of Taiwan happy to live here. 
Naturally, this requires that everyone pitch in and help out 
and that we pool the wisdom and effort of all. 


[Question] What is your blueprint for provincial govern- 
ment? 


[Chen] Actually, in the existing, overall administrative 
structure, the province is most unnecessary. There are four 
tiers in the system: center, province, county, and town- 
township. The center is responsible for setting policy and 
monitoring performance thereof. Save for the part that is 
directly implemented by the center, the majority in fact is 
handled by local government. There is neither worth nor 
need for the provincial government to exist, so the DPP all 
along has called for its abolition. Now, this is a simple way 
of putting things. A more accurate approach would be to 
reevaluate the administrative structure and reduce the four 
tiers to three or two. Regardiess of party or factional 
affiliation or whether one is in the government or out, 
everyone recognizes that four tiers create much needless 
redundancy. 
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The DPP has always advocated returning authority to 
localities. Thus, if the province truly returns to constitu- 
tional rule and implements local autonomy as provided by 
law, then, frankly, there is nothing left for it to do. Under 
the current constitution and law and regulation governing 
public policy, the province should not administer any- 
thing. 


But reality is different. So if the DPP manages to take over 
the provincial government, it should abide by the spirit of 
the constitution and properly carry out the province’s work 
and role. Reform is gradual, cannot be accomplished in a 
single leap, and must be sequenced. 


Authority to set most public policy and part of the legal 
system is supposed to belong to local government but in 
fact has been usurped by the province. For example, the 
Mining Law stipulates that the authority to approve 
extractive rights belongs to localities as a matter of local 
autonomy. Yet all the province had to do was issue a 
decree and extractive enterprises were forced to apply 
directly to the Taiwan Bureau of Mining for those rights. 
This constitutes clear and illegal infringement of local 
function and authority. 


Then there is “abominable law.” In the area of authority 
over personnel, for example, positions at grade six and 
above still require provincial appointment. While the 
decree regarding this issue does have its legal provisions, it 
still constitutes serious infringement of local autonomy. 


After four years in office, a county executive, who is 
popularly elected, must assume the political responsibility 
for his successes and failures before the electorate. It is 
unreasonable to expect him alone, save for a single confi- 
dential secretary, to take over a group of incumbents 
appointed by someone else. This is what is meant by 
“abominable law.” 


The recently passed Law Governing Autonomy for Prov- 
ince and County permits senior administrators to come 
and go with county executives. This legislation therefore 
represents progress yet remains mere statement of legal 
principle. There is as yet no explicit stipulation as to 
whether or not appointments to grade six or above must be 
approved by the province, and it remains highly question- 
able as to whether or not the province will actually 
relinquish authority. 


Another issue is taxation, or distribution of financial 
resources. The best taxes, the meat and the potatoes, have 
been gobbled up by the center and province, leaving 
localities chicken feed. These laws governing personnel 
and taxation are abominable and haven’t changed for 
decades. 


Why should the province be so “worried” about local 
affairs? Because authority means money, and more than 
30 percent has been usurped. I believe the situation can 
slowly be corrected if the opposition takes over. 


[Question] You run for nomination as DPP candidate for 
governor yet advocate gutting the province. Isn’t that 
contradictory? 
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[Chen] This is a transitional period, during which the 
province temporarily continues to control considerable 
financial resources. | believe we can distribute these 
resources reasonably. Possessing such authority, the prov- 
ince will continue to wield some influence over localities. 


I believe it will be easier to promote reform if the opposi- 
tion wins control and staffs the administrative system. 


[Question] What will the relationship between province 
and locality be in the future? 


[Chen] In the area of development, the province should 
guide, coordinate, and assist localities and provide plan- 
ning with respect to local advantage and need. By 
responding to local need and enabling localities to exploit 
their advantages, the province will through planning 
oversee and guide localities technologically and finan- 
cially; encourage them to exploit their advantages; and not 
insist on “complete centralization.” 


Under authoritarianism, Oriental societies have been 
prone to “complete centralization.” Our education has 
always emphasized patriotism, but this has degenerated 
into vague generality and dogma and in fact must begin 
with the family. We should begin by taking care of our own 
families, then our communities, and then advance to the 
strata of the province, county, and country. Caring for 
one’s family, cherishing one’s village, and loving one’s 
country constitute a progressive, orderly process and the 
only way that will enable us to rebuild Taiwan’s system of 
values. 


In the United States, for example, the people are the real 
masters and decide all national policy. Urban planning 
there requires participation by the people living in the 
communities involved. Popular participation in decision- 
making is required by law there, whereas our respect for 
the will of the people ends formalistically, in campaign 
advocacy and candidate debate forums. Popular participa- 
tion is granted by Taiwan’s administrative chiefs as 
“pretty show of virtuous generosity”’ yet is required by law 
abroad. 


Since all decision making flows bottom-up and is based on 
popular will, the American people believe their communi- 
ties and country belong to themselves. So whenever their 
country encounters adversity, even the common folk feel 
obliged to defend their homeland. 


I believe that respect in decisionmaking for popular will 
and implementation of the spirit of returning autonomy to 
the people will immediately help establish an entirely new 
system of values. 


I believe that during this transitional period the province 
should help guide county and city governments in the 
establishment of democratic decision-making procedure. 


[Question] Will thorough implementation of local 
autonomy cause localities to abuse their authority and 
even chaos? 


[Chen] No. Local government can decide only local mat- 
ters, and residents have autonomy to run only community 
affairs. Neither can overstep its authority or fish in other 
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waters. In the area of land use, for example, the center sets 
national policy. The province then sets regional plan on 
this basis. Then county and city governments use these 
bases to formulate comprehensive development plans for 
their jurisdictions. Then city and town-township govern- 
ments accordingly draw up programs for each of their 
districts for urban and rural land use. Still, townships 
should decide how much land is to be allocated, and 
residents should jointly determine how to plan, design, 
build, and administer parks, for example. 


Mistakes are inevitable, but we learn from these. Indeed, 
this is the price of democracy. For democratic process is an 
invaluable learning experience for both individual and 
society, and any individual or society that hasn’t “learned 
to be his or its own master” is unlikely to mature. 


What should we do if localities become too autonomous or 
other slip-ups occur? Actually, we should not be overly 
concerned about such teapot tempest. Indeed, the very 
idea behind local autonomy is to reduce the risk of major 
fiasco occurring at the broadest level. Think about it. What 
we are doing is returning the authority wielded by the 
centralized and grasping province to 21 county and city 
governments, each of which in turn divvies up the 
authority it receives among 10-odd towns and townships, 
which divide that authority again among 10 villages or 
communities. In this fashion, authority is subdivided just 
as the hull of a ship is into watertight compartments: Large 
compartments yield to medium ones then to small ones. So 
even if some communities make mistakes, the whole is not 
endangered. Local autonomy thus is safer than centraliza- 
tion. That is the same principle that makes ships subdi- 
vided into watertight compartments safer than those that 
are not. 


[Question] Most people know that besides your concrete 
successes in the development of Ilan, you also have a very 
strong anti-corruption image. In improving administra- 
tion, you have been sought fairness, honesty, and compe- 
tence. Do you have any specific views on how to combat 
and eliminate corruption in the provincial government? 
And do you think that effort may encounter difficulty? 


[Chen] I see no difficulty. Whatever the province itself 
must do will not be difficult at all. Indeed, its requirements 
of localities will also be achievable. 


Most of the problems lie in construction, where the prov- 
ince has never fulfilled its oversight responsibility. In my 
view, urban construction, for example, should be under- 
taken by local government, so the money therefor should 
be handed over to the latter. As for construction carried 
out under urban development programs, the Bureau of 
Housing and Urban Development, in view of its current 
Organization and manpower, might continue to provide 
planning but by no means needs to issue contracts any 
more. Since most of the problems occur in contract award, 
that work can be turned over to counties, towns, or 
townships. 


The same goes for government procurement. For example, 
the costs of buying a ream of paper having the same 
specifications in, say, Taipei and Taichung should be 
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published at regular intervals. The province can do a better 
job in this area if it takes a stand to “prevent abuse” and 
manages things scientifically and effectively. In the future, 
the province can be linked by computer to county and city 
governments and thus can call up and examine informa- 
tion regarding the control, procurement, and contracting 
of goods and materials at any time and publish this data 
every month. Under a control system so transparent and 
perfect as this, the abuses that long plagued us in the past 
will simply disappear. 


People often say that we get the government we do because 
man is evil. The Ilan example suggests otherwise: We get 
the quality of people we do because of the quality of 
government we have. Government definitely has the 
power to transform Heaven and Earth. If the people at the 
top respect law, work solidly, effect rule by law, take the 
lead, and serve as exemplars, the whole picture will imme- 
diately transform, and vicious circle will become salu- 
brious. 


[Question] Some people say Chin Ting-nan is anti- 
business. What do you say to that? 


[Chen] The approach I employed in Ilan may have created 
this impression. There, I rarely socialized and rarely dined 
with business big-wigs. If an issue arose, anyone was 
welcome to visit our offices to discuss it, but there was no 
need for dining. And the shameless, brazen big shots who 
traded on ill-gotten special privilege were dealt with mer- 
cilessly. People like these, therefore, have hard feelings 
toward me. 


For another example, county assemblymen suspected I was 
bent on crushing investment in tourism when I shut down 
illegal tourist districts. To the contrary, I welcomed such 
investment with open arms, so long as the industry 
acquired land and applied for building permits and oper- 
ating licenses in accordance with law. Ilan welcomed that. 


I have not opposed business. What I oppose is illegal 
special privilege, illegal collusion between businessmen 
and government officials, and money politics. Indeed, 
most law-abiding small and medium firms were very 
supportive of my approach. The only people who think I 
am anti-business are those businessmen who obtained 
special privilege illegally. [Question] Other people criticize 
you for being a lone ranger and not given to working with 
others .... [Chen] That’s because I don’t belong to factions. 


In the Legislative Yuan, I refused to completely and 
unconditionally support faction. I supported things that 
were right but did not support those that weren’t. Factions 
have interests. When they decide an issue, the entire 
membership has to support the decision, right or wrong. 


Moreover, how could I have been a lone ranger in gov- 
erning Ilan? County government requires teamwork and 
pooling of ideas and knowledge. I frankly don’t have three 
heads and six arms and couldn’t have run all that work by 
myself. Indeed, I believe Ilan led Taiwan in stressing the 
importance of expert advice, including policy planning 
and the formulation of major construction projects. 
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So such criticism should be construed to refer to my 
ideology and political stands. In administrative affairs 
generally, however, the charge simply does not wash. 


Antonio Chiang Previews Year-end Elections 


94CM0380A Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 385, 30 Jul 94 pp 58-59 


[Article by Szu-ma Wen Wu (0674 7456 2429 2976): “Li 
Deng Hui Is Playing a High-risk Election Gamble’”’} 


{[FBIS Translated Text] The popular election of the pro- 
vincial governor and mayors is a key step in the develop- 
ment of democracy in Taiwan, but the nature and culture 
demonstrated by the Kuomintang and the Democratic 
Progressive Party during the primary elections were very 
different. The conservative, tradition-bound style of the 
Kuomintang formed a stark contrast with the enterprising 
initiative of the Democratic Progressive Party. 


The nominees of the Kuomintang were all incumbents. All 
of these incumbents came forward openly only after their 
possible opponents were securely determined. The 
chairman of the Kuomintang controlled the entire nomi- 
nation process from behind the scenes. The opinions and 
preferences of the party chairman determined everything. 
And some candidates used undying loyalty to Chairman Li 
as their appeal. In contrast, Chairman Shih Mingde of the 
Democratic Progressive Party took a detached position 
throughout and everything was determined by the func- 
tioning of the party’s internal primary election system. The 
candidates emerged only after undergoing a fair and 
intensely competitive process. 


The Kuomintang’s primary election process carried on in a 
flurry for several months, giving the appearance at times of 
unfathomable confusion. Actually, this was just the result 
of groundless allegations by the media, brought up to fill 
up column space. In the end, they returned to their original 
positions, which they could have retained with no extra 
effort, because all of the final nominees were incumbent 
mayors and the governor. The business community imme- 
diately sought the good graces of the nominees and placed 
supporting advertisements in the newspapers. Local poli- 
ticians seeking to attach themselves to power and influence 
gathered to support the nominees, and all was just as it was 
before this process. 


From the beginning, the Kuomintang took a reactive 
approach. They not only could not decide upon a date for 
the gubernatorial and mayoral elections but also on 
whether the Vice Governor and Governor should run as a 
pair. Should the provincial and municipal representative 
elections be held at the same time? When should the 
provincial and county self-governing regulations be passed 
by the Legislature? The Kuomintang could not come to a 
decision on any of these issues. This was because they were 
continuously worried that this election would cause further 
internal divisions in the Kuomintang. They worried about 
the Yeltsin effect. They worried about this, they worried 
about that. They seldom saw this as an opportunity to 
cultivate leadership talent or as an opportunity to create 
political capital for the Kuomintang. 
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In contrast, the Democratic Progressive Party saw this as 
an opportunity to mobilize all of society’s resources, a path 
to provide practice and experience and elevate the political 
qualifications of talent within the party. Each candidate 
had already had a wealth of campaign battle experience 
and was now eager for the next struggle. 


But the Kuomintang nominees were all incumbents and 
really had no campaign experience. They were not confi- 
dent of their vote resources but had to rely on all the efforts 
of the central party to assist them in the election. This 
approach, however, could achieve a passive goal which was 
to avoid the Yeltsin effect. 


The motivation for using Song Chu-yu instead of Wu 
Bo-hsiong were particularly clear in this respect. Song 
Chu-yu is not only a mainlander who cannot speak Tai- 
wanese, he also lacks local resources. His future campaign 
must be personally orchestrated by Li Teng-Hui. He is 
totally dependent on Li Teng- Hui’s support. The basis of 
his popular support is totally dependent on Li Teng-Hui. 
Thus it would of course be very unlikely that anything 
would occur like the story of Yeltsin’s challenge to Gor- 
bachev. 


Huang Ta-chou’s situation is somewhat different. The 
Democratic Progressive Party has a great deal of influence 
in Taipei. The new party is also looking on covetously. 
Huang Ta-chou was not the Kuomintang’s best candidate. 
The results of his popular support poll were extremely low. 
No one daied to support him. Hsiao Wan-chang and Ma 
Ying-chiu, however, insisted on keeping Huang Ta-chou. 
He had the advantages of incumbency and was a member 
of Li Teng-Hui’s clique. Everyone within the party tried to 
guess the leader’s intentions but finally presented Huang 
Ta-chou. 


These two nominees were very disappointing to outsiders. 
Reformists within the party could only shake their heads 
and sigh. Could it be that these last few years of reform 
were only superficial? Otherwise, why this backtracking? 


But from the point of view of the Kuomintang faction 
currently in power, the socioeconomic structure of Taiwan 
had not changed in its basic nature. In the past whoever 
was nominated by the Kuomintang was elected. This 
situation has not changed much now. 


It is not that the Kuomintang candidates are superior but 
that the Kuomintang has rich socioeconomic resources. 
No matter how superior the talented persons of the oppo- 
sition parties are, their resources within their parties are a 
far sight from at the traditional organizational base of the 
Kuomintang and “Sun Yat-sen.” The Democratic Progres- 
sive Party could not match any of this. 


Song Chu-yu and Huang Ta-chou have never once in their 
lives given speeches in the street. They are about to face 
the fierce debating skills and sharp rhetoric of their Dem- 
ocratic Progressive Party opponents. The results of this 
battle are already known before the battle is fought. Song 
Chu-yu’s record during the martial law period will be 
brought out for particularly harsh criticism. He will most 
likely be attacked from both the right and the left and 
beaten to a pulp by the new party and the Democratic 
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Progressive Party. And no matter how prettily Huang 
Ta-chou’s political record and image are packaged, it will 
be difficult for him to even sell his picture. When com- 
pared with the mayors of other capital cities in Asia, he is 
really too doltish. He does not match the personality of the 
Taipei metropolis. 


But from the point of view of Li Teng-Hui and others, 
these are not problems. This is because Li has been the 
mayor of Taipei and the provincial chairman and he 
knows what it is all about. Although Song Chu-yu lacks a 
base of popular support, who among his predecessors such 
as Chiu Chuang-huan, Lian Chan, Lin Yang-kang or Li 
Teng-Hui himself had popular support? If Huang Ta-chou 
is not acceptable, then who did a better job among the 
preceding Taipei mayors such as Wu Bo-hsiong, Hsu 
Shui-de, Lin Yang-kang or Li himself? 


Because the walls around politics are high, those who view 
politics from the outside assume that those on the inside 
are martial masters with clever tricks up their sleeves. But 
the longer people spend on the inside of political circles, 
the more they look down upon their peers. They seldom 
appreciate each other. Some politicians appear courteously 
interested in matters outside their realm, to show respect 
for public opinion. Others are basically too lazy to pay any 
attention at all. They deliberately let those who would 
clamor to the death carry on without relief until they 
become barking trains. 


This is the political culture created by a long period of 
martial law. What was the difference between Chiang 
Ching-kuo’s anointment of Chang Feng-hsu as Mayor of 
Taipei and Li Teng-Hui’s nomination of Huang Ta-chou 
as Mayor of Taipei? The question is whether Taiwan today 
is still like it was before, when whoever the Kuomintang 
nominated became elected. This time, the Kuomintang has 
laid down a large stake. Because the Kuomintang view is 
that the overall situation has not changed and political 
power can be retained using the traditional methods, there 
is no need for major correction. This is because any reform 
brings risk and threatens the advantaged class. 


Power makes people indolent. Those with power definitely 
do not want to change the status quo. This is not at all 
strange. What should be considered strange is not that the 
Kuomintang would nominate these types of people but the 
reason each time the Kuomintang nominates someone, 
everyone obediently votes for the Kuomintang ticket. 


Whether you believe it or not, the Kuomintang’s wager this 
time is that they think the performance of the incumbents 
has been good and that party resources are more important 
than individual qualifications. They think most people are 
satisfied with the status quo. They think that the Kuom- 
intang can continue to be the governing party without 
cultivating talent. They think that this method of nomi- 
nating people is already fair competition in a democratic 
political party. They think that the real Kuomintang can- 
didate in this election for governor and mayors is Li 
Teng-Hui. Whoever supports Li Teng-Hui will support the 
candidates he has nominated. 
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This wager is a test of popular support and trends. There 
has been a tremendous change in the political atmosphere 
in Taiwan from the time martial law was lifted until now. 
But this election will provide concrete evidence to show 
exactly how much change has taken place in the election 
system and the political culture. 


This is a tremendous wager. If the Kuomintang wins, it will 
be a major victory for Li Teng-Hui; power and influence 
will be even more concentrated in one person. This will not 
bode well for democracy. If the Kuomintang loses half of 
the elections and the parties come out about equal, it might 
hasten the development of a democratic system. If the 
Kuomintang loses both the provincial election and the 
mayoral elections in Taipei and Kaohsiung, then the next 
president will probably be a member of the Democratic 


Progressive Party. 


Feudal Culture Hinders Political Progress 


94CM0380B Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 385, 30 Jul 94 p 9 


[Article by Szu-ma Wen Wu (0674 7456 2429 2976): “The 
Feudal Culture Left Over From the Long Live Chiang 
Kai-shek Period Has Still Not Changed”] 


[FBIS Translated Text} During the Chiang Kai-shek period 
of the past, to be a high official, one had to, first, memorize 
the Three People’s Principles; second, understand the 
Confucian Way and the Yangming theories; third, be able 
to write calligraphy with a brush; and fourth, be able to 
shout long life to the leader. Now these four requirements 
have changed to, first, be a favorite of the Party Chair- 
man’s; second, be able to generate influence through the 
media; third, be able to sing; and fourth, be able to cry. 


These four requirements appear to have changed from the 
past, but are really the same in spirit. The basic nature of 
the Kuomintang officialdom culture has not changed. 


On July 20, Song Chu-yu made a report to the Kuomintang 
Central Standing Committee. Many of the committee 
members were full of praises for him, some even using 
four-line pairs of rhyming couplets, like the stilted prose 
used for flattery in ancient China. This type of repulsive 
obsequiousness is also an indirect emotional message to 
Chairman Li. 


Even if Song Chu-yu were an exceptionally talented 
person, an irreplaceable candidate for provincial governor, 
this type of praise would still give people gooseflesh. 
What’s even worse is that since the Kuomintang wants to 
conduct a primary election, they should at least maintain 
appearances. They have even given up on appearances and 
seem to have returned to the days of Long Live Chiang 
Kai-shek. This type of news really turns people’s stomachs. 


Li Teng-Hui sees himself as the Kuomintang’s patriarch. 
He personally visited Wu Bo-hsiong’s father, Wang Yu- 
yun, Cheng Tian-miao, and others. Some he urged to 
withdraw, others he consoled, and others he urged on. This 
work style is very effective from the point of view of 
Taiwanese customs. Most people cannot resist the courtesy 
of a personal visit to their home by the President of the 
nation. 
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But this type of reliance on one’s personal reputation is 
seldom seen in political leaders of modern nations. This 
approach is more like that of the Japanese habatsu leaders 
than that of the head of state of a democratic nation or the 
chief of a democratic political party. 


As soon as the Kuomintang candidates emerged, members 
of the business community immediately put advertise- 
ments in the newspapers showing their support in a 
nauseating fashion difficult to describe. This is also feudal 
culture handed down from the era of Long Life. 


The long-standing practice of the three television stations 
of creating influence for particular candidates is difficult to 
change. Every time this happens, it becomes a “media 
circus.” But the “The Upright Magistrate Pao” broadcast 
by the three stations twenty years ago is still the same 
Magistrate Pao today. It seems that this upright old man 
reassumes office on a periodic basis. Astute citizens have 
continuously criticized this ancient feudal play but Magis- 
trate Pao still draws a large audience. Perhaps the Kuom- 
intang has discovered in this the pulse of Taiwan society, 
so they keep replaying the same script from the past! 


Hisahiko Okazaki on PRC-Taiwan Policy 
Options 


95CM0014A Tokyo YOMIURI SHIMBUN in Japanese 
19 Sep 94 pp 1, 2 


[Article by Hisahiko Okazaki] 


[FBIS Translated Text] Japan's Painful Response 


An issue relating to President Li Teng-hui’s visit to Japan 
was resolved for the time being. Here, however, I would 
like to reexamine this issue, which was hotly debated here 
and abroad. 


In fact, a similar problem also occurred in the United 
States. In May, when President Li was passing through 
Honolulu and requested an overnight stay there, he could 
not obtain a visa from the United States and was stranded 
at the airport during the refueling. Recently, the Senate 
took up this problem and decided with an unanimous vote 
of 94 to zero to issue visas to high-level government 
officials from Taiwan in the future. An editorial in the 
NEW YORK TIMES also criticized the discourtesy of the 
U.S. Government. According to the recent public opinion 
in the United States and the climate at Congress, it is 
predicted that the administration will eventually agree 
with the Senate’s decision. 


Neither Japan nor the United States has official diplo- 
matic relations with Taiwan, but they both have friendly 
relations with the country in economic, sports, and other 
various areas. As the countries have no diplomatic rela- 
tions, official visits may cause some problems. But, 
judging from common sense, it seems going too far not to 
permit a mere stop-over stay. Therefore, the Senate’s 
decision was made unanimously. 


In the case of Japan, it was about an issue of participation 
in the Asian Games, to which Japan itself as a member 
nation has promised to be discreet by not letting politics 
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get in the way. Naturally, many people voiced that Japan 
should not have refused entry of the participants from 
Taiwan into the country. 


However, this issue has a side that cannot be reasoned out 
by common sense. Here, I have referred to Taiwan as a 
“country,” because there is no other way to refer to it. If I 
may bring up another reason, it is because no one can deny 
that Taiwan has territory and citizens, governs itself effec- 
tively, and satisfies all requirements under international 
law. Therefore, I can make such reference, because I am a 
mere private citizen. However, the Japanese Government 
and the press would never dare to do so. Also, every 
Japanese citizen refers to Taiwan as “that country” almost 
as a matter of fact, and there is no other way but to call it 
a “country” in English as well. Why did the issue evolve 
into this kind of senseless argument? 


I have no intention of blaming Japan’s Ministry of Foreign 
Affairs, the U.S. Department of State, or the Japanese 
press on this issue, because no one takes pleasure in 
causing problems. The Japanese Government places high 
priority in not damaging its friendly relations with China, 
an important neighbor. If it is warned by China, saying, “If 
you do that kind of thing, you will damage our relations,” 
Japan will try to avoid doing “that kind of thing” to keep 
peace at any price, at least for the moment. Newspaper 
companies will also suffer if their correspondents are 
expelled. 


Instead of giving a make-shift response, refusing firmly to 
accept that unreasonable interference is good for friendly 
Japanese-Sino relations in the long run—this argument has 
a far more legitimate ring to it. But, it seems too harsh an 
argument for government employees, mere salaried 
employees after all, who will have to take responsibility for 
all kinds of troubles that may occur a year from now, or 
even within a couple of weeks. As the true wish of the 
majority of government employees and the press is “not to 
make China angry,” I would like to appeal directly to the 
People’s Republic of China in this article, rather than 
blaming each other among the Japanese. 


Instead of limiting my discussion to such small issues as 
the recent issue of participation in the Asian Games, which 
I believe sensible people in China might have already 
thought too small an issue and childish, I would like to 
delve into the core of the Taiwan issue. 


The Majority Will Welcome Independence 


Since I left my public office, I have visited Taiwan, made 
personal observations about the country and people, and 
formed my own opinion about the future of the Taiwan 
issue. I believe that the Chinese Government knows this. 
In February this year, I lectured at a seminar in Beijing, 
but wanting to avoid any trouble to the sponsor, I did not 
touch on the Taiwan issue. However, as attendants at the 
seminar had already read my thesis and their questions 
were focused on the Taiwan issue, I answered as much as 
I could. 


In sum, my arguments are as follows: 
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I am neither saying that Taiwan should become indepen- 
dent, nor that I support Taiwan’s becoming independent. 
Rather, I am simply predicting objectively that Taiwan’s 
becoming independent is inevitable, and providing this 
prediction for policy consideration. My prediction is based 
on the following two reasons: 


First, the majority of the people in Taiwan are hoping for 
independence. Although almost half of the people may be 
considered as cautious individuals right now, they are 
cautious to the extent of saying, “We don’t have to irritate 
Beijing after so long a time by insisting now to become 
independent.” Therefore, if independence can be achieved 
through peaceful means, almost no one will oppose it. 
Furthermore, the opposition party that has the backing 
from forty percent of the citizens is publicly supporting 
independence. At the seminar in Beijing, I referred to the 
“Taiwan White Paper” issued last fall by the Chinese 
Government, and pointed out that although it was the 
first-rate work with fine details on historical studies and 
legal argumesis, its overall value and credibility suffered 
from a factual error in its assessment that the pro- 
independence group in Taiwan was “extremely small.” 


The Current Policy Invites U.S. Objection 


Second, Taiwan is now a liberal democratic country 
through and through. If it pursues independence, the 
United States will have to support it ideologically, because 
it originally won its own freedom and independence from 
Britain. Liberalization of Moscow was reported on TV, but 
that of Taiwan was not. Therefore, it may take time, but 
once the public and Congress of the United States recog- 
nize this fact, the United States will move fast. So did I 
predict, and the prediction now seems to be right on target. 


This is simply my prediction for the future, and I certainly 
welcome any opposing views. And, if there is any evidence 
to support such views as that if a thorough opinion survey 
is conducted, it will prove that the majority of the people 
in Taiwan opt for unification with the Mainland China 
rather than independence, or that as Taiwan is still a police 
state with no freedom of speech or association, the United 
States cannot support it, I will correct my prediction for 
the future without any hesitation. Such is the case of an 
analyst of current affairs. Otherwise, unless such evidence 
is presented, I will not change my prediction. Forcing me 
to change my prediction is nonsense, like having Galileo 
accept a view that the universe is spinning around the 
earth. 


In formulating a policy, it is dangerous to ignore the 
reality. Based on observation of a general trend, a country 
must set its policy objectives by considering how to max- 
imize its national interest within that trend. My prediction 
cannot be correct one hundred percent of the time. But, as 
long as it is within a certain range of probability, govern- 
ment administrators have a responsibility to take it into 
consideration in forming their policy. 


Let’s consider this from China’s viewpoint. I believe that if 
it is probable in fact that Taiwan will eventually become 
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independent, the best policy for China is to recognize 
Taiwan’s independence ahead of all other countries and to 
form an alliance with it. 


If China takes the lead in recognizing Taiwan’s indepen- 
dence, it seems highly likely that the people in Taiwan will 
welcome this enthusiastically, and that the country will 
become the most friendly nation to China. By doing so, 
China will be able to solve almost all of its security 
problems along the Pacific coast and focus its attention to 
the development of its nation. 


When and only if this happens, it will become possible to 
create a strong alliance based on the same language and the 
same race. The United States became independent from 
England, and the reason why the international supremacy 
of Great Britain and the United States has been main- 
tained after two or three crises throughout the 20th century 
is the alliance between them. After crushing the Austrian 
army, Bismarck resisted his military’s insistence on an 
triumphant entry into the fortress in Vienna, and magnan- 
imously concluded a peace treaty with the defeated nation. 
By doing so, he created the German-Austrian alliance— 
which is considered his best work—and enjoyed his 
supremacy in the center of Europe for half a century by 
fortifying the area behind Germany completely. The 
China-Taiwan alliance may provide China with political 
power that can be thought of as a threat by the neighboring 
countries. Ironically speaking, a defect of this best policy 
may lie in a possibility that as in the case of the German- 
Austria alliance, too much success can alarm the neigh- 
bors. 


The worst policy is to stick to the current policy by 
entertaining a slight hope that Taiwan will eventually 
submit to the Mainland China. In the meantime, the U.S. 
Congress and public will become more and more inclined 
to support Taiwan, and the United Nation will become 
increasingly supportive of Taiwan’s entry as its member. 
All this will weaken China’s position. If China dares to 
mention the use of its military power, that will make 
enemies out of the public in the United States and 
strengthen the wariness of the people in Taiwan, driving 
them far detached from the Mainland China. 


The middle-of-the-road policy may be several variations of 
the best policy. By simply taking the initiative in proposing 
Taiwan’s entry into the UN membership, China will be 
able to gain many concessions, both tangible and intan- 
gible, from Taiwan. Of course, a middle-of-the-road policy 
has its own defect. If China holds fast its socialist ideal and 
does not give up its ultimate objective of unification, the 
wariness on the part of the people in Taiwan will remain. 
In that case, China accepts Taiwan’s independence in 
effect, but it does not necessarily make an ally. 


The Japanese Reluctance To Intervene 


Up to this point, I have made no mention of Japan's 
national interest or the mutual benefits for the Japan-U.S. 
alliance, but instead, I have considered strategies from 
China’s viewpoint. Now, I would like to turn to Japan’s 
position. 
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I have avoided such arguments as whether or not forma- 
tion of a China-Taiwan axis, which may take the lead in 
Asia and achieve a regional stability, will be good for 
Japan, or if continued conflicts between China and Taiwan 
will be better for Japan. After all, China and Taiwan must 
decide themselves, and Japan practically has no power of 
influence in promoting or deterring such a decision. Inter- 
ference in such a decision will by itself complicate the 
issue. Japan needs to assess which way the situation will 
evolve, and given that assessment, it simply has to con- 
sider some response measures. Here, assessment of the 
situation will come before policymaking. 


Rather than pondering on such a long-term effect, if China 
takes a flexible posture toward the Taiwan issue for now, 
Japan’s diplomacy will become much easier to handle. If 
China acquiesced President Li’s attendance in the Asian 
Games, we could have avoided such criticism as, Japan 
allowed China’s excessive intervention. In fact, severe 
criticisms against Japan also appeared in U.S. newspapers. 
In addition, I believe China should also be aware of the 
existence of resentment toward China’s intervention over 
domestic affairs in Japan. 


Politicians by nature don’t talk about things that are 
contrary to their own benefits. The reason why a Cabinet 
member after another still continues to make a slip of the 
tongue is that those statements are not based on their 
calculations, but on their own true feelings. Behind all this 
exists public opinion that is against foreign intervention 
and sympathetic to these politicians. Within two or three 
years, we will not be able to restrain such opinions from 
exploding, I believe. When that happens, the Japan-China 
relations will experience a crisis. 


Whether to avoid such a crisis flexibly, or to continue to 
take the same old line—this is one of political choices 
China must make in the future. 


Profile of the Author 
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Armed Forces Support Kuomintang Despite 
Disclaimers 


94CM0361A Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 382, 9 Jul 94 pp 16-17 


{Article by Yang Ho-lun (2799 0735 0243): “Prehistoric 
Age Oral Teaching Currently Very Welcome in Armed 
Forces”’] 


[FBIS Translated Text] Even though the Legislative Yuan 
and the Executive Yuan have been arguing incessantly 
about the time and form of the year-end elections, within 
the armed forces the political warfare system is quietly 
moving ahead with preparations on an unprecedented 
scale for a Kuomintang by-election foundation consolida- 
tion exercise known as the “hero-training plan.” 
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The Kuomintang’s party activities within the armed forces 
have been completely halted as Minister of Defense Sun 
Chen [1327 7201] claims. Instead, they are being con- 
ducted more intensely and with stricter secrecy for the 
unprecedented major elections for Taipei mayor, provin- 
cial governor, and president. The General Political 
Department has even gone so far as to issue a political task 
training order for “mobilizing every person, paying calls 
on families, putting cards in people’s hands, and getting 
out the vote,” and for “maintaining secrecy, maintaining 
solidarity, working unremittingly, and burning orders after 
reading them.” 


A source in the armed forces political warfare system 
disclosed that the Kuomintang’s armed forces “voting 
corps” used the code name “evergreen plan” as the code 
word for a series of foundation consolidation training 
exercises. However, fed up with criticism from opposition 
parties, in 1993 Minister of National Defense Sun Chen 
began to assure the outside world that “there will be no 
more party activities in the armed forces.” Actually, the 
code name for mobilization training was simply changed 
from “evergreen plan” to “hero-training plan,” and efforts 
made to enlist the votes of party members. It was also 
strictly required that every effort be made not to issue any 
documents, or to burn after reading any documents that 
were issued. It was particularly forbidden to keep records 
of telephone conversations. Instead, messages were to be 
delivered by messenger. As a result, there have been no 
disclosures for more than a year. 


In order to hoodwink the public and prevent damaging 
information from falling into the hands of the opposition 
parties, the armed forces political warfare system issued an 
order prior to the election for full implementation of a 
“clean up plan” as well. This plan provided instructions on 
the disposal, concealment, or burning of party materials 
according to regulations. Every unit also held sessions to 
evaluate and compare compliance. 


The “clean up plan” also required that all Kuomintang 
rercruitment plans or terms be expunged from public 
records in Tingying District “as thoroughly as the require- 
ment in previous years to prevent the infiltration of 
Communist Party symbols and terms!” said a senior 
intelligence officer. 


The hero-training plan foundation consolidation exercise 
was to be projected ahead to election day. Half a year in 
advance, the pertinent materials and forms were made 
ready. (This may be changed in 1994 to three or four 
months ahead of time.) Most important of the materials 
was each unit’s mobilization register. The forms contained 
even the number of voters in each party member’s family. 
The political warfare system at all levels also required a 
listing by first, second, third, and special level combat zone 
and administrative district (to be readjusted for the elec- 
tion district each time). Statistical tables were to be pre- 
pared showing the voting place, the township and town, 
and the county or city of party members to be mobilized, 
these tables forwarded up through the system. 


Each month, these mobilization combat reports were to be 
increased or decreased as party member soldiers changed, 
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revised reports filed monthly. All “‘combat reports” went 
from companies and battalions to the Ministry of National 
Defense, to the Kuomintang Central Party Headquarters 
for inputting into a computer information system along 
with reserve forces system information. The party head- 
quarters then issued final mobilization orders based on the 
“combat situation.” During the frenzied pre-election 
period, mobilization orders were revised weekly or daily 
right up until election day morning when the final ‘“‘mobile 
unit” was released. This complex, constantly changing, 
and thankless task, which everyone knew to be a violation 
of the constitution and which required the issuance of 
orders, was the major bugaboo of everyone engaged in 
political warfare. 


Before the election, the key operational personnel at the 
division and brigade level of every service arm and every 
army had to go to Musha for three to seven days of secret 
training and instruction. During 1993, this training was 
covered under the names of “basic level manager train- 
ing,” and political warfare cadre training. 


In order to prevent exposure of the foundation consolida- 
tion exercise voting corps, and its becoming an opposition 
party complaint, the armed forces also issued ‘Exercise 
Personnel Standard Operating Procedures” as part of its 
training as follows: 


1. All work in plain clothes, paying close attention to boat 
and vehicle safety. 


2. No discussion of personal background, being on guard 
against entrapment. 


3. Stay away from places where trouble occurs to avoid 
plots to shift blame. 


4. Provide more moral government propaganda guidance, 
and do not engage in pointless arguments. 


5. Maintain organizational contacts, and mobilize relatives 
and friends. 


6. Do not forget to express thanks when requesting a favor, 
and return to work on time following absence or vacation. 


The three main principles for testing and verifying mobi- 
lization capability are “secrecy, speed, and reliability.” 


All mobilization order activities became “military 
secrets.” Therefore, nonparty personnel in the armed 
forces were not privy to them. Moreover, their scheduling 
was also highly computerized. All mobilization capabilities 
and support objectives were assigned computer codes. For 
example, the code for party card was: [none given] 


The code for national recruitment was A001, meaning the 
party member joined the party in the armed forces. The 
code for Taiwan recruitment was B002, meaning the party 
member was recruited by the provincial party headquar- 
ters system. The party cell recruitment code was C003, 
meaning that the part member belonged to a grassroots 
level cell. Other codes in alphabetical order were D for cell 
registration, E for Guangdong fellow provincial organiza- 
tion recruitment, F for Guangzhou City organization 
recruitment, G for Hainan fellow provincial organization 
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recruitment, H for Hangzhou City organization recruit- 
ment, I for Fujian fellow provincial organization recruit- 
ment, K army and Taiwan provincial system registration, 
L for cell registration, M for railroad administration reg- 
istration, O for Guangdong and Guangzhou organization 
registration, P for Hainan organization registration, and Q 
for overseas registration. R was used for other, and the 
computer code for other was 018. In 1993, only the 
national army recruitment numerical code A001 and the 
Taiwan provincial party system recruitment numerical 
codes B002 were changed. The national recruitment code 
became A002. All other codes were to remain unchanged 
until the end of 1994. 


Other codes were assigned for males, females, cell leaders, 
and personnel in charge of culture and health in other 
records such as for political warfare. Beginning in 1993, all 
these codes were ordered eliminated. No longer were they 
to appear in political warfare documents. However, mobi- 
lization work naturally continued secretly for a long time. 


By-election mobilization orders in the armed forces for the 
period from the end of 1992 until the end of 1993 were 
relayed as three major word-of-mouth instructions in 
training as follows: 


1. This mobilization affects the government’s and the 
country’s image. It has a great affect on the future. By 
winning the election (the ruling party) can consolidate its 
base for mainland recovery, deliver blows against Taiwan 
independence groups, and express public opinion at the 
grassroots level. The best plan for political warfare is for all 
comrades to unite as one in holding fast to a spirit of 
altruism for complete mobilization to win complete vic- 
tory. 


2. The election assistance activities in which we take part 
are those of individuals spontaneously doing all possible to 
discharge their duty. This work positively cannot become a 
topic for gossip taken from written materials. 


3. We face two tasks in the upcoming elections: 


1) To work with might and main to support the plan for the 
smooth election of National Assembly members, and to 
gain control of the national defense budget. 


2) To support the central committee’s plans for the elec- 
tion of county magistrates and city mayors, doing all 
possible to win victory in setting up and perfecting an 
administrative system framework. 


In order to provide protection for the budget, the military 
system mobilization order in the last previous elector of 
legislators contained a resounding call to “solidify hard 
votes to protect national defense.” 


In addition, the foundation consolidation exercises at the 
end of 1993 and the beginning of 1994 contained so-called 
“flexible thinking essentials” for “political combat’ as 
follows: 


1. Ability to solidify the foundation: stand by the party not 
personalities. 


2. Ability to develop relationships: seek relationships, 
draw on relationships, and use relationships. 
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3 Ability to disassociate others: obtain recruits through 
propaganda. 


4. Ability to differentiate across generations: soothe anti- 
party persons. 


In addition to the highly difficult tasks of “mobilizing 
individuals, paying calls on families, putting cards in 
people’s hands, and getting out the vote,” and maintaining 
secrecy (security preservation), uniting as one (an admin- 
istrative organizations), and working unremittingly (win- 
ning the election to take power), the party system in the 
armed forces also had the so-called three mobilization 
wants (wanting people who are qualified, wanting people 
who are responsible, and wanting reform), and three not 
wants (not wanting people who act rashly, not wanting 
people who act violently, and not wanting people who are 
for Taiwan independence. 


It also had three major instructions for by-elections: 


1. Pass along the succession: interaction between old and 
young party members and old and young party cadres is 
needed. 


2. Pass along the truth: support political task instruction; 
do not pass along second-hand information. 


3. Pass along abilities: clearly define responsibility for 
building unit capabilities. 


Personnel in charge disclosed that during the two mobili- 
zations at the end of 1993 and the beginning of 1994, for 
example, not only were “reactionary elements” holding 
numerous opinions sent on vacation to diffuse their influ- 
ence, but advance lectures were given to all the mobilized 
troops, tasks assigned them from a candidate support plan 
name list. Fearful of not handling matters correctly, even 
photocopies of newspaper clipping scrapbooks were sent in 
person together with free transportation passes. Further- 
more, the transportation passes were all for first class 
carriers like the Chukuang and the Kuokuang. They were 
also for round trips. This was a change from the usual 
situation of “difficulty obtaining first class passes.” 


In addition, not only did these two mobilization release 
Kuomintang party member military personnel to vote, but 
also pro-Kuomintang supporters that the political warfare 
system had vetted. The goal of this “air drop” was to 
mobilize voters, as the Kuomintang’s battle situation 
required, to vote in key areas (where victory was essential), 
difficult areas (contested areas), and mixed areas (where 
defeat was possible). 


Political Blacklisting in Military 


94CM0403A Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 387, 13 Aug 94 p 19 


[Article by Yang Helun (2799 0735 0243) titled: “Military 
Internally Has More Than Two Thousand ‘Reactionary 
Elements””’] 


[FBIS Translated Text] The disturbance involving Security 
Bureau Director Yin Tsong-wen [3009 1350 2429] and 
Assistant Director Tsai Te-sheng’s [5591 1779 0524] 
recently noted “Chinese Communist spokespersons,” 
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“who welcome the enemy like they welcome the king’s 
troops,” has once again set off a unification independence 
dispute and suspicions of White terror. But how has the 
National Security Bureau obtained this information? And 
do we have to be properly protective against reactionary 
subversive elements within the country? 


It has been disclosed that the NSB eight years ago began to 
conduct within the three services the “An Hsiang (Calm, 
Auspicious) Case.” Its goal was a three level, four type, 
seven target monitoring and controlling mission against 
reactionary elements, and the “An Hsiang Number Nine” 
was Carried out in stages. 


The An Hsian Case overall code name within the three 
services was divided into the Army’s “Hua Yu” (Change 
Rain), the Navy’s “Hua Yu” (Change Education), and the 
Air Force’s ““Hua Sheng” (Change Life), and all of these 
were the most important part and focal point of the work 
of the Political Fourth Security Department. The other 
four major targets were differentiated with code indicators 
as follows: BC-A (A type): indicating “traitors, advocates 
of Taiwan independence, and subversives, three in one 
elements, possessing a security risk.” 


BC-B (B type): indicating “extreme separatists, those 
directly related to political prisoners.” 


BC-C (C type): indicating “directly related in-laws, etc. of 
political criminals, or close associates of separatist subver- 
sive elements.” 


BC-D (D type): indicating “people who have taken part in 
subversive organizations, or expressed sympathetic views, 
or people who act in accord with these organizations.” 


BC is an overall codeword for a “person in or linked with 
the armed forces.” Its largest monitoring and controlling 
targets and mission goals are “advocates of Taiwan inde- 
pendence, Chinese Communists, and subversive ele- 
ments.” 


Because this specialty was established in the early period 
when the party forbade lifting of Taiwan's martial law 
condition, elements outside the party also were one of the 
“mission targets,” and An Hsiang Number Eight Special 
Case has still not been revised—the Democractic Progres- 
sive Party’s code number is 038, the Chinese Social 
Democratic Party is 059. 


The so-called three level, four type, seven targets. The 
three levels refer to the first level of responsibility (Minis- 
try of Defense), the second level of responsibility (the 
various service general headquarters) and the third level of 
responsibility (above headquarters and army level). 


The four types refer to BC-A to BC-D. The seven targets 
then include the three levels added to the four types (up 
and down) giving the seven goals of carrying out the 
mission. 
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It has been disciosed that the statistics for the An Hsiang 
Number Eight Special Case up until last year indicate that 
within the three services there are approximately 2100 
names listed as monitoring and control targets. 


All those entered onto the An Hsiang Special Case “Black- 
list” must regularly be reported on and monitored and 
checked by their unit’s chief and deputy and the security 
chief. 


They focus and direct checking and tracking at the target’s 
“five axes,” and in the five areas of the target’s ideological 
beliefs, national identification, family ethics, moral char- 
acter and associations, a commentary and critical discus- 
sion is done. This is very close to the work of the former 
guard headquarters “thought police.” 


If added to this was the contents of the “individual security 
data form” formerly done in the military (for example, 
public security data such as factions, previous criminal 
record, dereliction of duty, party membership, family), this 
was generally called an “Anhe Special Case.” 


Nevertheless, to avoid having Legislative and Control 
Yuan regulation of interrelated data be subject to ridicule, 
in the past there were “seeking position nightmares” for 
those in the military filling out individual security data 
forms. Recently, this has also been simplified to a standard 
card, and the name has been changed to central “individ- 
ual data record form,” this not again listing abstract 
ideological examination items. But the security data from 
the past exists as before, and has not yet been completely 
destroyed by a political wind from Executive Yuan organs, 
hence it still has influence. 


A portion of the personnel who have undertaken the effort, 
fear future Legislative and Control Yuan discovery, and 
are still in private sensitive, and the controversial indi- 
vidual security data may be torn up, destroyed, even 
excised, with the result that a situation is created where 
some security records emerge through an “open skylight.” 


It has also been disclosed that at the end of 1991, Premier 
Hao Po-tsun secretly ordered the conduction of the “Pan 
An Special Case.” This took the original more than 1800 
names of security officials, and expanded it by 233 people, 
whose major mission was to do “social examination” 
counter-intelligence work. 


The Pan An Special Case involved the Ministry of Defense 
supervising and guiding the various service headquarters 
in establishizg and organizing security stations. The Army 
group is the work station (colonel as director), and each 
region then establishes a work group (lieutenant colonel as 
director); the Navy also set up security work groups (but 
the director is a major). 


The security group announcement and building principle 
is that 5-7 people form a cell, and in addition to announce- 
ment and building fees, the also can make expenditures on 
administrative fee lists, forming an operation similar to a 
black box. 
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Political Party Politics Face Prospects 


94CM0357A Hong Kong MING PAO YUE-KAN 
[MING PAO MONTHLY] in Chinese No 343, 
July 94 pp 33-35 


[Article by Cheng Yu-Shih (6774 1342 4258): “Develop- 
ment of Hong Kong’s Party Politics” 


{[FBIS Translated Excerpt] [passage omitted] Since the 
1991 direct election, development of the United Demo- 
crats of Hong Kong has been less than promising. On 
China’s policies and election strategies, the rift between 
the United Democrats and its democratic allies, Meeting 
Point and the Association for Democracy and People’s 
Livelihood, has widened. On the Chinese Government's 
stand, the latter two are more ready to compromise, but 
China’s united front policy clearly wants to isolate the 
United Democrats by deliberately cozying up to Meeting 
Point and the Association for Democracy. In the spring of 
1994, leaders of the latter two factions were appointed 
Hong Kong affairs and regional affairs consultants and 
even CPPCC members by the Chinese. Barring the unex- 
pected, the 1995 Legislative Council direct election will 
adopt a one-seat-one-vote system, and if the democratic 
political groups cannot successfully coordinate their can- 
didates, it will force a show-down and widen the rift among 
them. 


To foster cooperation in the election, Meeting Point and 
the United Democrats have finally reached an agreement. 
In April of this year, the two sides announced a merger to 
create the Democratic Party. From Meeting Point's per- 
spective, it has good policy-study capability and has a 
group of fairly well-known candidates, but its grass-roots 
Organization is weak and may find the 1994, 1995 elec- 
tions very hectic, and if it is soundly defeated, Meeting 
Point may be rendered a nonentity in Hong Kong’s polit- 
ical arena. But after the merger, Meeting Point’s candi- 
dates will be taken care of by the Democratic Party, and 
their chances of being elected will greatly improve. From 
the United Democrats’ standpoint, merger of the demo- 
cratic political groups will naturally enhance the image and 
build up momentum for the democratic factions. Leaders 
of the United Democrats can put a even firmer grip on the 
democratic line. Looking at the election strategy alone, the 
United Democrats’ hard-line against China has won the 
voters’ support, and Meeting Point has no choice but 
accept this. 


Originally, the Association for Democracy had approached 
Meeting Point on cooperating in the election, but in the 
process of organizing a democratic party, the Association 
for Democracy was clearly ignored. People speculate that 
personnel problem was the main obstacle. It is believed 
that the Association for Democracy and the Hong Kong 
Democratic Foundation, a smaller political group, may 
join the Democratic Party later. Thus, the Hong Kong 
voters will have a clearer choice in the elections: Those 
who support the democratic political system and believe in 
redistribution of income to improve the grass-roots peo- 
ple’s lives will naturally vote for the Democratic Party. 


Legislative Council members at the organizational level 
created the CHILIEN [0796 5114] Resource Center imme- 
diately after the 1991 direct election and officially formed 
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the Liberal Party in 1993. They have been actively pre- 
paring for the 1994, 1995 elections. The Liberal Party’s 
greatest asset is that it will always be the spokesman for 
Hong Kong's industries and businesses in the Legislative 
Council, but it also has many weaknesses. Its worst 
problem is that people generally feel that the Liberal Party 
is constantly “changing course”’: It has changed from being 
the Hong Kong British government’s “fire brigade” with a 
clear-cut stand into a neutral party between China and 
Britain. However, according to its declaration of position 
issued in the party’s preparatory phase in early 1993, its 
stand on political reform is closer to that of the Chinese. 
Secondly, the Liberal Party lacks party discipline. Rumor 
has it that Patten privately compares the Liberal Party toa 
sheet of loose sand. Currently, the Liberal Party still has no 
grass-roots organization, and its political program tends to 
focus on industries and businesses and does not appeal to 
the general public. 


The creation of the Hong Kong Progress Alliance in April 
of this year exactly reflected the weaknesses of the Liberal 
Party. Because of the Sino-British contention, the Liberal 
Party’s dream of serving as the bridge between China and 
Britain is shattered. The Liberal Party not only has lost 
Hong Kong-British trust but has also failed to win the 
Chinese side’s confidence. Currently, it may be the second 
largest party in the Legislative Council representing the 
interests of industries and businesses, but it has little 
influence left in the Executive Council. Furthermore, in 
the 1995 direct election, prospects for the Liberal Party are 
gloomy. Many figure that they should consider themselves 
lucky if they can win two seats. Currently, several members 
elected by the functional groups have already served more 
than one term, and in 1995, other groups will enter new 
candidates to challenge them; many of the interested 
people have already joined the Hong Kong Progress Alli- 
ance’s Organizing Committee. After the 1995 Legislative 
Council election, the Liberal Party may be rendered an 
ill-disciplined, medium-to-small sized political party. 


The pro-Chinese Democratic Alliance for the Betterment 
of Hong Kong was formed the day after Patten took office. 
Its motto is “Love China, Love Hong Kong.” Its main 
problem is that it still has not convinced the citizens that it 
will indeed fight for the interests of the Hong Kong people. 
Of course, the Democratic Alliance has the traditional 
left-wing organizations at its base, and in view of the close 
economic cooperations between Hong Kong and China 
today, it should have no financial problems. 


In the past five years or so, numerous political parties 
representing different political stands have made their 
appearances, and they have gained the citizens’ recogni- 
tion through media reports. According to a public opinion 
poll conducted by University of Hong Kong’s Social Sci- 
ences Research Center to rate the political groups, the 
United Democrats had the most support, at about 60 
percent, and while the Democratic Alliance had less sup- 
port, it still had around 45 to 50 percent rate of approval; 
other political parties rated somewhere in-between. 
Although the United Democrats, the Liberal Party, and the 
Democratic Alliance have very different political stands, 
the amount of support they are getting from the citizens is 
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about the same. Furthermore, this kind of support is not 
exclusive (that is, supporting one political party does not 
exclude support for any other party). Therefore, this so- 
called degree of support in fact is but a degree of recogni- 
tion. Moreover, almost all public opinion polls show that 
the citizens know more about individual council members 
than the political parties. The same series of public 
opin.on polls conducted by the University of Hong Kong’s 
Social Sciences Research Center showed that the degree of 
recognition among the 10 best-known Legislative Council 
members generally was between 70-80 percent, about 20 
percent higher than the political parties. [passage omitted] 


Today, the biggest obstacle to the political parties’ devel- 
opment is the people’s political indifference. Individual 
parties may claim more than a thousand so-called party 
members, but it is estimated that no party has more than 
500 active members. The political parties have limited 
ability to galvanize the people directly, and they are forced 
to rely on media reports to win the citizens’ sympathy and 
support. But to gain media attention, they often have to be 
“shocking and outrageous.” Thus the dialogue between the 
political groups and Hong Kong government officials can 
hardly be constructive, and it is also difficult to foster 
mutual trust. Their deliberately-shocking statements rarely 
win the trust of the intellectuals. No wonder the middle- 
class and professional’s support for the democratic parties 
has dwindled in recent years. 


Because of limited financial resources, most political par- 
ties are already badly strained in dealing with everyday 
congressional politics, and therefore they have little 
resource left to tackle long-term policy planning. Take the 
issue of the handing over of power in the transition period 
for instance. The political parties have little to offer. At 
this stage, the most they can do is to respond to the Hong 
Kong government’s policy proposals. Yet even for just 
responding to the government’s policy proposals, the polit- 
ical parties are facing the following three types of prob- 
lems: First, they have to fight for media “‘exposure,” and 
the conflicts have already been discussed earlier. Second, 
they have no “think-tank,” and their policy-studies are 
lacking in quality and depth. Third, they lack financial 
resources and time to consult their own district and 
grass-roots organizations, and there are already signs of 
lack of coordination between the central and local organi- 
zations. 


These problems will probably be difficult to correct any- 
time soon, and most likely, they will get even worse 
because of the 1994 and 1995 elections. In order to deal 
with the elections, the parties will be even more financially 
strained, and they will have to pay even more attention to 
publicity. Local organizations must meet the needs of local 
elections, and they will not always be willing to give the 
party central organizations their full support. Because the 
political parties are concentrating on the elections, of 
course one cannot put too much hope in their long-term 
policy-planning. On the one hand, the Hong Kong govern- 
ment is kept constantly on the run by the Sino-British 
diplomatic confrontation, and on the other hand, it also 
lacks political mandate and the Legislative Council’s sup- 
port to carry out important new policies to improve the 
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people’s livelihood. The citizens will naturally be even 
more disappointed in politics, and their political indiffer- 
ence will only deepen. 


Upon entering the 1990's, few Hong Kong people truly 
believe that Hong Kong people will be ruling Hong Kong. 
Their sense of belonging and their confidence are based 
mainly on China’s opening up and reform and on the 
West’s economic slump. China’s reform and opening up 
have brought prosperity to Hong Kong. From media 
reports and through their own experiences, the Hong Kong 
people have come to believe that China’s reform and 
opening up are irreversible. Big capitalists believe that the 
economic contacts between China and Hong Kong are 
their economic lifeline; the middle-class have bought emi- 
gration “insurance” long time ago, and faced with the 
West’s high unemployment rates, they naturally agree that 
stability and prosperity are of overwhelming importance. 
The lower-middle class have no choice, but in recent years, 
at least the overall living standard has improved, and they 
are sharing the fruits of prosperity. What they expect of the 
democratic parties is that they would stand up for them. It 
is estimated that, at this point, few people actually hope or 
believe that any of the existing political parties will become 
the ruling party. 


The Hong Kong citizens accept the fact that the Chinese 
factor will play a determining role in Hong Kong politics 
and are naturally putting not much weight on Hong Kong’s 
party politics, nor are they very interested in political 
participation. They are hoping ihat China’s reform and 
Opening up will sustain and that the Chinese leaders will 
gradually become more enlightened and relaxed in their 
policies toward Hong Kong. But they are also worried 
about the possible chaos after Deng Xiaoping departs from 
China’s political arena. In this regard, there is little Hong 
Kong’s political parties can do. 


Hong Kong’s financial groups still believe that engaging in 
direct dialogue with the Chinese Government and setting 
up a relationship network with the Chinese leaders and 
their relatives are the best ways to protect their interests, 
and therefore they are putting little weight on party poli- 
tics. China’s modernization is dependent on the absorp- 
tion of foreign capital, and Hong Kong capital accounts for 
around 60 percent of China’s foreign funds. At the same 
time, the Chinese leaders’ united front policy in Hong 
Kong also emphasizes winning over local entrepreneurs, 
and therefore not only is it not necessary for the local 
financial groups to take part in party politics but many feel 
that such participation can become a political liability. 


The recent Sino-British diplomatic contention is also a 
blow to the development of Hong Kong’s party politics. 
Since negotiations between the two sides have bogged 
down because of Patten’s political reform program, the 
Chinese is bound to keep their promise to “set up a 
separate kitchen’”—go its own way. The Chinese authori- 
ties not only have appointed Hong Kong people to the 
NPC, CPPCC, and the local people’s congresses and 
people’s political consultative conferences. In recent years, 
they have also appointed some to be Hong Kong affairs 
consultants and preparation committee members. In the 
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spring of 1994, they have even appointed a group of 
regional affairs consultants. These steps to “set up a 
separate kitchen” of course are an important part of its 
united-front offensive targeting the Hong Kong British 
government. 


However, the consequence is that not only are Hong 
Kong’s political elites even more divided into pro-China 
and Pro-British camps, but the development of the repre- 
sentative system of government is dealt another serious 
blow. 
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